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PREFACE 

The  Realty  Bluebook®,  updated  annually,  has  been 
a  standard  reference  of  the  real  estate  profession 
since  1966. 

The  information  in  the  Realty  Bluebook®  has 
been  compiled  from  authoritative  sources  and 
reviewed  by  qualified  legal  and  other  specialists  in  the 
various  fields  to  which  the  book  makes  reference. 

The  Realty  Bluebook®  is  not  intended  to  provide 
legal,  tax,  or  other  advice.  Readers  are  encouraged 
to  consult  appropriate  experts  for  specific  advice. 
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HOW  TO  USE  THIS  BOOK 

The  Realty  Bluebook®  is  designed  as  a  day-to-day  ref- 
erence tool.  To  become  familiar  with  the  wide  variety 
of  topics  in  the  book  read  the  tables  of  contents.  Just 
open  one  of  the  six  thumb  indexes  to  locate  the  con- 
tents of  a  section.  In  addition,  the  alphabetical  cross 
index  at  the  end  of  the  book  provides  instant  access 
to  any  topic.  The  text  is  easy  to  understand  and  pro- 
vides detailed  essential  information. 

The  convenient  size  and  organization  make  the 
Realty  Bluebook®  a  walking  memory!  Let  it  be  your 
constant  companion  in  both  field  and  office. 
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To  receive  advance  notice  of  the 

next  Realty  Bluebook®  edition, 

please  e-mail  your  name  and  address 

to  robertdeheer@earthlink.net. 

For  updates  to  the  current  edition, 

visit  the  Bluebook  Web  Page  at 
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FINANCE  INSTRUMENTS 

Promissory  Note 

A  promissory  note  is  an  unconditional  written  prom- 
ise to  pay  a  certain  sum  of  money  to  another  at  a 
future  specified  time.  In  real  estate  financing,  the  note 
is  evidence  of  the  debt  secured  by  a  mortgage  or  deed 
of  trust  upon  the  property.  The  person  signing  the 
promissory  note  is  called  the  maker,  the  person  to 
whom  the  promise  is  made  is  the  payee. 

Most  promissory  notes  in  real  estate  financing  are 
negotiable  instruments.  To  be  negotiable,  the  note 
must  be  made  to  a  person  or  order  or  bearer,  which 
enables  the  lender  to  endorse  and  transfer  the  note. 

Security  Instruments 

A  security  instrument  is  a  contract  between  lender 
and  borrower  by  which  property  is  given  as  security 
for  repayment  of  a  loan,  evidenced  by  a  note  or  bond. 

In  some  states,  the  mortgage  (in  other  states  the 
deed  of  trust)  is  used  as  a  real  property  security  instru- 
ment. In  a  mortgage,  the  borrower  is  called  the  mort- 
gagor and  the  lender,  the  mortgagee.  In  a  deed  of 
trust,  the  borrower  is  called  the  trustor;  the  lender 
is  the  beneficiary;  and  the  property  is  conveyed  to 
the  trustee  (often  a  title  company  or  bank)  that  holds 
title  as  security  for  repayment  of  the  loan  for  the  ben- 
efit of  the  beneficiary. 

The  installment  land  contract,  also  known  as  the 
contract  of  sale  or  contract  for  deed,  is  an  install- 
ment-type contract  between  buyer  and  seller  whereby 
the  buyer  obtains  the  right  to  occupy  but  the  seller 
retains  legal  title  to  the  real  property  as  security  for 
payment  of  the  purchase  price.  The  seller  agrees  to 
convey  title  to  the  buyer  upon  fulfillment  of  certain 
conditions.  During  the  term  of  the  contract  the  buyer 
is  said  to  have  an  equitable  ownership  interest  in  the 
property,  a  contract  of  sale  is  both  a  marketing  instru- 
ment (like  a  sale/purchase  agreement)  and  a  security 
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instrument  (like  a  mortgage  or  deed  of  trust). 
Because  a  contract  of  sale  is  also  a  security  instru- 
ment, brokers  should  not  use  such  a  form  without 
having  it  reviewed  by  the  buyer's  legal  counsel. 

Priority 

An  executed  security  instrument  is  a  lien  upon  the 
property  it  secures;  and  the  priority  of  a  lien,  in  rela- 
tionship to  other  liens,  is  determined  by  the  date  and 
time  it  is  entered  into  the  public  record.  A  mortgage 
recorded  before  another  mortgage  is  said  to  be  prior 
or  senior  to  a  mortgage  recorded  later;  a  mortgage 
recorded  after  another  mortgage  is  said  to  be  junior 
or  subordinate  to  one  that  is  recorded  earlier. 

Subordination 

A  subordination  clause  in  a  mortgage  or  deed  of  trust 
is  an  agreement  by  the  lender  to  subordinate  its  lien 
upon  the  property  to  a  prior  lien  for  the  benefit  of 
another  creditor. 

Subordination  provisions  are  most  commonly 
used  when  the  holder  of  the  mortgage  agrees  to  sub- 
ordinate its  lien  to  a  construction  loan.  A  subordina- 
tion clause  may  also  be  used  when  the  holder  of  a 
second  lien  subordinates  to  a  new,  increased  first  lien 
used  to  improve  the  property  and  thus  enhance  the 
value  of  the  lender's  security. 

To  be  enforceable,  the  courts  ordinarily  require 
that  the  lien  to  which  subordination  is  granted  be 
clearly  and  specifically  described. 

A  partial  release,  partial  satisfaction,  or  reconvey- 
ance clause  is  used  when  the  lender  has  agreed  to 
reconvey  a  portion  of  the  real  property  that  secures 
its  debt  when  a  portion  of  that  debt  has  been  paid. 
Such  clauses  are  common  when  the  parties  contem- 
plate that  the  real  property,  which  furnishes  security 
for  the  mortgage  or  the  deed  of  trust,  will  be  subdi- 
vided and  that  portions  will  be  sold  to  third  parties. 
The  creditor  needs  to  be  certain  that  the  remaining 
property  is  sufficient  to  secure  the  remaining  portion 
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to  the  debt  and  that  the  reconveyance  will  not 
adversely  affect  the  value  of  the  remaining  property. 
For  example,  when  a  large  parcel  of  real  property  is 
being  developed,  it  is  common  to  include  in  the  recon- 
veyance provisions  that  the  property  reconveyed  will 
be  contiguous  to  other  property  that  is  reconveyed 
and  that  there  will  be  sufficient  access  to  the  property 
remaining  subject  to  the  encumbrance  so  that  it  will 
retain  its  value. 

A  real  estate  broker  should  not  undertake  to 
negotiate  the  provisions  of  either  a  subordination 
clause  or  a  reconveyance  clause.  Such  clauses  are 
important  contractual  matters  that  should  be  drafted 
by  legal  counsel. 

Foreclosure 

Foreclosure  is  a  procedure  prescribed  by  law  where- 
by real  property,  pledged  as  security  for  repayment 
of  a  debt,  is  sold  to  pay  the  debt  in  the  event  of  default. 

In  the  event  the  borrower  defaults,  the  lender's 
remedy  is  foreclosure.  The  debtor,  or  any  other  per- 
son having  an  interest  in  the  property  (such  as  a 
junior  lienholder),  has  the  right  to  redeem  the  prop- 
erty any  time  after  the  obligation  is  due  and  before 
his  or  her  right  of  redemption  ends.  The  length  of 
the  redemption  period  varies  from  state  to  state. 

Judicial  foreclosure  is  a  foreclosure  ordered  by 
a  court  following  the  filing  of  an  action  for  that  pur- 
pose by  the  holder  of  a  mortgage  or  deed  of  trust. 
This  procedure  is  used  in  states  where  no  power  of 
sale  is  included  in  the  mortgage,  or  deed  of  trust,  or 
where  there  is  a  controversy  about  the  terms  of  the 
mortgage,  the  deed  of  trust,  or  the  amount  due.  In 
some  states,  a  deficiency  judgment  is  allowed  only  in 
connection  with  a  judicial  foreclosure.  In  some  states, 
the  debtor  has  the  right  to  redeem  the  property  from 
sale  within  a  specified  period  by  paying  the  buyer  the 
purchase  price,  interest,  and  expense  of  maintaining 
the  property. 
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Nonjudicial  foreclosure  proceedings  are  allowed 
in  some  states  under  a  power  of  sale  contained  in  a 
mortgage  or  deed  of  trust.  The  proceedings  are  con- 
ducted without  filing  any  court  proceeding.  The 
lender,  or  the  lender's  trustee,  has  the  right  to  sell 
the  property  upon  default  following  the  procedure  set 
forth  in  state  law  and  the  terms  of  the  mortgage  or 
deed  of  trust  The  procedure  normally  allows  the 
debtor  a  period  in  which  to  cure  the  default  under 
the  secured  obligation,  and  requires  that  the  sale  be 
made  at  a  public  auction  following  proper  notice.  In 
some  states,  the  creditor  cannot  obtain  a  deficiency 
judgment  if  foreclosure  proceedings  take  place  with- 
out the  aid  of  a  court. 

A  deficiency  judgment  is  a  judgment  against  a 
debtor,  endorser,  guarantor,  or  other  party  who  may 
be  liable  for  the  debt  when  the  security  for  the  loan 
is  insufficient  to  satisfy  the  debt  because  the  sale  pro- 
ceeds are  less  than  the  amount  due.  a  deficiency  judg- 
ment may  not  be  available  in  some  states  if  the  sale 
was  made  under  a  power  of  sale  contained  in  the 
mortgage  or  deed  of  trust  Where  available,  a  defi- 
ciency judgment  may  be  granted  only  through  a  court 
proceeding.  In  some  states,  the  court  independently 
determines  whether  or  not  the  property  was  sold  for 
less  than  its  fair  value  at  the  foreclosure  sale. 

Acceleration-Due  on  Sale 

The  term  acceleration  clause,  also  called  alienation 
clause,  refers  to  a  provision  in  a  note  and  deed  of  trust 
or  mortgage  requiring  immediate  payment  of  the 
entire  unpaid  balance  of  principal  and  interest  upon 
the  occurrence  of  a  specified  event  or  events. 

One  of  the  two  common  types  of  acceleration 
clauses  (contained  in  most  notes)  makes  the  entire 
amount  of  unpaid  principal  and  interest  become 
immediately  due  and  payable  upon  default,  at  the 
option  of  the  lender,  although  this  right  of  the  lender 
is  usually  stated  without  qualification,  in  most  states 
certain  laws  permit  the  borrower  to  reinstate  his  or 
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her  right  upon  payment  within  a  specified  time  and 
upon  reimbursement  to  the  lender  of  costs  incurred. 

The  other  type  of  acceleration  clause,  referred  to 
as  a  due-on-sale  or  alienation  clause,  makes  the 
entire  amount  of  unpaid  principal  and  interest  imme- 
diately due  and  payable  upon  the  sale,  transfer,  and 
sometimes  further  encumbrance  of  the  property  or 
any  part  thereof  or  interest  therein,  at  the  option  of 
the  lender. 

Acceleration  is  at  the  option  of  the  lender;  but 
without  an  acceleration  clause,  the  lender  cannot 
accelerate  the  obligation  upon  default  or  transfer. 

The  due-on-sale  clause  enables  the  lender  to  exer- 
cise or  waive  its  option  to  accelerate  the  payment 
date.  The  lender  may,  therefore,  approve  or  disap- 
prove of  a  buyer  wishing  to  assume  the  loan;  the 
lender  may  forbear  its  right  to  accelerate  in  return 
for  an  increased  interest  rate  or  for  other  changes  in 
terms  and  conditions. 

In  some  states,  either  by  statute  or  court  deci- 
sions, due-on-sale  clauses  were  made  unenforceable. 

The  U.S.  Supreme  Court  held  in  1982  that  a  due- 
on-sale  clause  in  a  mortgage  or  deed  of  trust  securing 
a  note  to  a  federal  savings  and  loan  association  was 
enforceable  notwithstanding  state  laws  to  the  con- 
trary. 

Life  insurance  companies,  due  to  the  long-term 
nature  of  their  investment  objectives,  rarely  provide 
due-on-sale  clauses  in  their  mortgages.  On  the  con- 
trary, they  charge  high  prepayment  penalties  and 
often  lock  in  a  mortage  during  the  initial  portion  of 
the  term,  which  means  that  the  loan  may  not  be  paid 
off  under  any  circumstances. 

Assuming-Taking  Subject  to 
a  Mortgage 

A  mortgage  loan  is  assumed  when  a  written  assump- 
tion agreement  is  executed  between  the  lender  and 
the  purchaser  of  the  property.  Thus,  the  primary 
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responsibility  for  repayment  of  the  loan  is  placed 
upon  the  new  owner. 

In  the  event  no  due-on-sale  clause  is  provided  in 
the  mortgage  or  trust  deed,  the  lender  may  not 
require  a  purchaser  to  sign  an  assumption  agree- 
ment, nor  may  the  lender  raise  the  interest  rate  or 
make  any  other  demands.  In  such  event,  the  pur- 
chaser is  said  to  buy  the  property  subject  to  the  mort- 
gage loan,  rather  than  to  assume  it,  in  which  case  the 
original  borrower  (not  the  buyer)  remains  liable. 

From  the  seller's  point  of  view,  when  a  mortgage 
is  assumed,  the  assumption  agreement  between  the 
lender  and  the  new  owner  places  the  primary  respon- 
sibility for  repayment  of  the  mortgage  upon  the  new 
owner.  If,  on  the  other  hand,  the  property  is  sold  sub- 
ject to  the  mortgage,  the  person  primarily  responsible 
for  repayment  of  the  mortgage  debt  is  the  original 
maker  of  the  note.  The  fact  that  the  new  owner  makes 
the  payments  after  the  sale  is  consummated  does  not 
place  the  obligation  to  pay  off  the  mortgage  debt 
upon  the  new  owner  because  he  or  she  never  agreed 
to  do  so  in  writing;  the  only  party  with  whom  the 
lender  has  a  contractual  relationship  is  the  original 
borrower.  Sellers  who  allow  buyers  to  purchase  sub- 
ject to  the  mortgage  should  be  aware  of  their  contin- 
gent liability.  In  the  event  of  default,  the  lender  would 
foreclose,  and  as  long  as  the  property  can  be  sold  for 
sufficient  net  proceeds  to  satisfy  the  balance  of  the 
mortgage,  the  lender  is  satisfied  and  the  original  bor- 
rower is  released  of  all  obligations  with  respect  to  the 
mortgage.  Only  if  the  property  does  not  bring  suffi- 
cient net  proceeds  to  pay  off  the  balance  of  the  loan 
will  the  lender  have  legal  recourse  to  recover  the  defi- 
ciency. Some  states  do  not  permit  deficiency  judg- 
ments against  the  original  borrower  when  the  loan 
was  made  for  the  purpose  of  acquisition  of  the  bor- 
rower's home  or  when  the  lender  exercises  its  right 
to  foreclose  without  a  court  proceeding. 
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Prepayment 

A  prepayment  penalty  or  fee  in  a  loan  document 
requires  the  borrower  to  pay  a  penalty  for  paying  off 
the  loan  before  maturity. 

Where  prepayment  fees  are  not  prohibited,  the 
borrower  may  not  prepay  a  real  estate  loan  before 
maturity  unless  the  lender  consents  or  unless 
expressly  permitted  by  the  terms  of  the  note  (stating 
periodic  payments  of  a  certain  sum  or  more).  There- 
fore, unless  the  mortgage  note  permits  unlimited  pay- 
ments or  provides  for  a  specific  prepayment  fee,  the 
lender  is  in  a  position  to  negotiate  the  charge  it  will 
accept  in  return  for  consent  to  an  early  payoff.  This 
may  be  of  particular  concern  in  the  case  of  private 
loans,  including  those  financed  by  the  seller. 

FHA,  VA,  Fannie  Mae,  and  Freddie  Mac  do  not 
allow  prepayment  fees  in  their  loan  documents. 
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TYPES  OF  MORTGAGES 

To  increase  available  financing  options  to  cover  var- 
ious financial  situations,  government  agencies  and 
the  lending  and  real  estate  industries  continue  to  cre- 
ate new  alternative  mortgage  instruments  and  financ- 
ing techniques. 

Fixed  Rate  Mortgage  (FRM) 

A  fixed  rate  mortgage  provides  for  repayment  of  the 
principal  amount  (the  unpaid  balance  of  a  loan)  over 
a  specified  number  of  years  in  equal  monthly  pay- 
ments, which  include  interest.  Monthly  interest  is 
computed  on  the  outstanding  principal  balance.  The 
difference  between  the  note  payment  and  the  interest 
reduces  the  principal.  As  the  principal  of  the  loan  is 
reduced,  the  interest  portion  of  the  monthly  payment 
becomes  smaller  while  the  principal  payment 
increases  each  month. 

Biweekly  Mortgage 

A  biweekly  mortgage  provides  for  payments  amount- 
ing to  one  half  the  monthly  payments  and  are  due 
every  two  weeks.  Because  there  are  52  weeks  in  a 
year,  the  program  results  in  26  biweekly  payments 
or  the  equivalent  of  13  full  monthly  payments  per 
year.  The  result  is  a  considerable  reduction  in  the 
term  of  the  mortgage,  as  well  as  a  savings  in  total 
interest  paid.  As  an  example,  the  monthly  payments 
necessary  to  amortize  a  $70,000  mortgage  at  8% 
interest  over  a  term  of  30  years  amount  to  $513.64. 
Biweekly  payments  of  $256.82  would  amortize  the 
same  mortgage  in  22  years  and  7  months. 
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Monthly 

Biweekly 

Payments 

Payments 

Loan  amount 

$70,000 

$70,000 

Interest  rate 

10% 

10% 

Payments 

S614.30 

S307.15 

Number  of 

12 

26 

payments 

per  year 

Total  of  amount 

12  x  $614.30  = 

26  x  $307.15  = 

paid  per  year 

$7,371.60 

$7,985.90 

Terms  in  years 

30  years 

20.96  years 

$7,371.60  x 

$7,985.90  x 

30  = 

20.96  = 

Total  payments 

$221,148 

$167,384 

Minus  principal 

-$70,000 

-$70,000 

Total  interest 

$151,148 

S97.384 

Interest  savings 

$151,148  -  $97,384  =  $53,764 

Because  of  the  short  time  between  payments, 
biweekly  loans  normally  require  that  payments  be 
automatically  drafted  from  the  borrower's  bank 
account 

Adjustable  Rate  Mortgage 
(ARM) 

The  concept  of  variable  rate  financing  calls  for  the 
borrower  to  share  with  the  lender  the  risks  of  a  fluc- 
tuating economy. 

An  ARM,  or  adjustable  rate  mortgage,  is  a  mort- 
gage that  provides  for  interest  rate  adjustments  that 
are  tied  to  an  independent  index. 

Although  the  terms  of  ARM  programs  vary 
widely,  several  characteristics  are  common  to  most 
adjustable  rate  financing  plans: 

1.  The  index  is  an  indicator  of  current  economic 
conditions  and  is  used  to  calculate  the  new  inter- 
est rate.  Following  are  the  only  requirements  a 
lender  must  meet  in  selecting  an  index. 
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a.  The  index  must  be  beyond  the  control  of  the 
lender. 

b.  The  index  must  be  readily  available  to,  and 
verifiable  by,  the  public.  Rate  increases  are  at 
the  option  of  the  lender  while  rate  decreases 
are  mandatory. 

c.  The  index  selected  may  not  be  changed  dur- 
ing the  note's  term  unless  (1)  the  original 
index  is  no  longer  published  and  (2)  the  new 
index  has  the  same  or  lesser  volatility  (ten- 
dancy  to  move  up  or  down  over  time). 

Indices  frequently  used  by  lenders  include:  One- 
Year  Treasury  Bill  Rates,  Three  and  Five-Year 
Treasury  Note  Rates,  Federal  Reserve  Discount 
Rates,  Eleventh  District  Cost  of  Funds  Index,  and 
LIBOR  (London  InterBank  Offer  Rate),  the  rate 
at  which  commercial  banks  lend  money  to  one 
another  in  the  international  market 

Cost  of  Funds.  The  national  median  cost  of  funds 
to  SAIF-insured  institutions  as  reported  by  the 
Office  of  Thrift  Supervision,  Washington,  D.C., 
www.  ots.  treas.gov. 

Contract  Rate.  The  national  average  contract 
interest  rate  for  major  lenders,  based  on  conven- 
tional fixed  and  adjustable-rate  loans,  previously 
occupied  non-farm  single-family  homes,  as 
reported  by  the  Federal  Housing  Finance  Board, 
Washington,  D.C.,  www.fhfb.gov/. 

Eleventh  District  Cost  of  Funds.  The  cost  of 
funds  for  the  1 1th  District  as  released  by  the  Fed- 
eral Home  Loan  Bank  of  San  Francisco, 
www.fhlbsf.com/cofi/semiannualhistory.asp. 

One-Year  Treasury  Securities  (T-Bills).  The 

one-year    constant    maturity    yield    on    U.S. 
Treasury     securities     as     reported     by     the 
Federal  Reserve    Board,    Washington,    D.C., 
www.federalreserve.gov/releases/H15/data/ 
a/fed  fund.  txt. 
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2.  The  margin,  also  referred  to  as  the  spread  or  dif- 
ferential, is  the  percentage  added  to  the  index  rate 
in  order  to  arrive  at  what  is  referred  to  as  the  full 
indexed  rate.  The  margin  should  be  clearly  stated 
in  the  note  and  should  remain  constant  through- 
out the  term  of  the  loan.  At  each  adjustment  inter- 
val, the  interest  rate  is  recalculated  by  adding  the 
margin  to  the  index  rate.  The  margin  varies  with 
lender,  type  of  index  and  market  conditions.  The 
margin  represents  the  lender's  profit  and  com- 
pensation for  risk.  The  margin  should  be  clearly 
stated  in  the  note  and  should  remain  constant 
throughout  the  term  of  the  loan. 

CAUTION:  When  selecting  an  ARM,  buyers 
should  be  cautioned  about  so-called  incentive 
teaser  rates  offered  by  many  lenders  to  help  qual- 
ify the  buyer.  These  are  introductory  below-mar- 
ket  rates,  referred  to  as  initial  note  rates,  in 
effect  for  a  limited  time  (typically  6  or  12 
months).  At  the  end  of  that  period,  the  interest 
rate  is  adjusted  to  the  full  indexed  rate.  In  the 
event  of  a  large  difference  between  the  teaser 
rate  and  the  full  indexed  rate,  the  increase  in 
monthly  payments  could  be  a  shocking  experi- 
ence to  a  homeowner.  (Fannie  Mae's  refusal  to 
buy  such  loans  has  made  them  much  less  of  a 
factor.) 

3.  The  adjustment  interval  is  the  frequency  with 
which  the  interest  rate  and/or  the  monthly  pay- 
ment amount  may  be  reset.  There  is  a  wide  vari- 
ety of  ARM  loans  in  the  market  today  with 
adjustment  intervals  ranging  from  one  month  to 
a  number  of  years.  Adjustments  to  the  con- 
sumer's mortgage  interest  rate  may  only  occur 
on  a  predetermined  time  schedule.  Fannie  Mae 
and  Freddie  Mac  will  not  purchase  loans  that 
adjust  more  often  than  annually.  The  interest 
rate  and  payment  adjustments  may  or  may  not 
be  scheduled  to  change  at  the  same  time.  For 
example,  the  interest  rate  on  some  plans  changes 
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more  frequently  than  the  monthly  payment, 
which  may  result  in  negative  amortization. 
The  cap  is  a  restriction  on  the  periodic  or  lifetime 
change  in  interest  rate  or  payment  amount  A 
periodic  cap  limits  the  percentage  of  change  at 
periodic  or  annual  intervals.  A  lifetime  cap  sets 
a  maximum  on  the  percentage  the  interest  rate 
can  change  from  the  initial  note  rate  over 
the  entire  term  of  the  loan.  Typical  caps  for 
conventional  loans  are  2%  annually  and  6%  life- 
time. FHA  and  VA  loans  have  caps  of  1%  and  5% 
respectively. 

Negative  Amortization.  Although  interest  caps 
offer  protection  to  the  borrower,  payment  caps 
without  corresponding  interest  caps  can  result 
in  considerable  negative  amortization  in  which 
the  interest  portion  not  covered  by  payments  is 
added  to  the  balance  of  the  loan,  unless  the  bor- 
rower pays  the  interest  due.  The  borrower  could 
pay  interest  on  interest  it  if  were  added  to  the 
principal.  This  can  result  in  the  borrower's  owing 
more  than  the  original  loan  amount  Fannie  Mae 
and  Freddie  Mac  refuse  to  buy  ARM  loans  with 
negative  amortization. 

Lenders  may  restrict  the  amount  of  negative 
amortization  by  recasting  the  loan  every  few 
years,  or  whenever  the  loan  balance  has 
increased  a  certain  percentage  over  and  above 
the  original  loan  amount  When  a  loan  is  recast, 
the  monthly  payment-regardless  of  any  pay- 
ment cap-is  refigured  based  on  the  then-remain- 
ing loan  balance,  the  remaining  term  of  the  loan 
and  the  interest  rate  then  in  effect  This  can 
result  in  very  considerable  payment  increases,  as 
much  as  30%. 

As  a  result,  it  may  be  difficult  to  obtain  secondary 
financing  from  lenders  and  sellers  carrying  back 
seconds  behind  assumed  first  loans  with  nega- 
tive amortization. 
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The  following  example  of  interest  rate  adjust- 
ments incorporates  a  2%  annual  interest  cap  and  a 
5%  life  interest  cap. 


Calc. 

New 

Year 

Index 

+ 

Margin    = 

Rate 

Rate 

1 

4.50 

+ 

2.75      = 

7.25 

7.25 

2 

6.00 

+ 

2.75      = 

8.75 

8.75 

3 

9.00 

+ 

2.75      = 

11.75 

10.75 

4 

5.50 

+ 

2.75      = 

8.25 

8.75 

5 

5.50 

+ 

2.75      = 

8.25 

8.25 

Yr  1 :  Lender  and  borrower  agreed  to  a  contract  rate 
of  7.25%  for  the  first  year,  with  annual  adjust- 
ments based  on  the  index  plus  a  margin  of 
2.75%. 

Yr  2:  The  index  increases  1.5%  (from  4.5%  to  6%). 
Index  +  Margin  =  7.25%.  Because  the  increase 
is  less  than  the  2%  annual  cap,  the  new  rate 
is  8.75%. 

Yr  3:  The  index  increases  3%  (from  6%  to  9%).  Index 
+  Margin  =  11.75%;  however,  because  of  the 
2%  annual  interest  cap,  the  new  rate  is  only 
10.75%. 

Yr  4:  The  index  decreases  3.5%  (from  9%  to  5.50%). 
Index  +  Margin  =  8.25%.  The  annual  2%  inter- 
est cap,  however,  limits  the  interest  decrease, 
and  the  rate  is  8.75%. 

Yr  5:  The  index  remains  the  same  as  in  previous 
year.  Index  +  Margin  =  8.25%.  This  is  within 
the  annual  2%  cap,  so  the  new  interest  rate 
decreases  to  8.25%. 


ARMs  packaged  for  secondary  market  purchase 
must  provide  the  borrower  with  a  plain  language 
Worst  Case  Scenario,  a  disclosure  of  what  could  hap- 
pen over  time.  The  disclosure  must  include  the  worst 
changes  in  both  interest  rate(s)  and  payments.  Bor- 
rowers must  initial  and  sign  the  disclosure  notice  as 
part  of  the  loan  documentation. 
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Pros  and  Cons  to  Borrowers 

1.  The  initial  interest  rate  is  generally  quite  a  bit 
below  the  going  fixed  rate,  which  means  that  the 
monthly  payments  are  lower  and  more  buyers 
can  afford  them. 

2.  It  may  be  easier  to  qualify  borrowers  for  an  ARM 
because  the  initial  rate  is  lower.  Borrowers  may 
have  a  much  harder  time  qualifying  for  a  fixed 
rate  mortgage  because  their  monthly  payments 
are  higher,  which  may  put  their  income-to-debt 
ratio  beyond  the  maximum.  (Most  lenders  follow 
Fannie  Mae  guidelines  and  require  borrowers  to 
qualify  at  the  initial  rate  plus  2%.) 

3.  Lenders  usually  permit  assumptions,  provided 
the  new  buyer  meets  credit  standards.  This  is  not 
nearly  as  common  with  a  fixed  rate  mortgage. 

4.  Generally,  there  are  no  prepayment  penalties. 

Convertible  ARMs 

This  type  of  ARM  allows  the  borrower  to  convert  to 
a  fixed  rate  mortgage,  usually  any  time  from  the  13th 
through  the  60th  month. 

Potential  borrowers  should  be  cautioned  to  care- 
fully analyze  the  wide  differences  between  ARMs 
before  committing  themselves  to  this  type  of  financing. 

Growing  Equity  Mortgage  (GEM) 

A  GEM  provides  for  a  gradual  increase  in  monthly 
payments  with  all  of  the  increase  being  applied  to  the 
principal  balance,  resulting  in  a  relatively  rapid  accu- 
mulation of  equity  and  an  accelerated  maturity. 

GEMs  offer  borrowers  an  affordable  starting 
monthly  payment  based  on  30-year  amortization  and 
predetermined  increases,  usually  3%  to  5%  annually, 
for  a  specified  period. 

Because  the  payment  increases  are  applied  to 
principal  only,  the  mortgage  balance  is  reduced  more 
quickly  than  usual.  Homebuyers  who  expect  to  earn 
rising  incomes,  or  who  are  interested  in  paying  off  a 
loan  in  less  time  than  with  a  traditional  loan,  find 
GEMs  appealing. 
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DATE: 


LENDER  1     LENDER  2 


Name  of  Lender 

Loan  amount                                    $ 

$ 

Points  charged 

% 

% 

Index  used 

Current  index  rate 
Margin  used 
Contract  rate 

% 
% 
% 

% 
% 
% 

Contract  rate  guaranteed  as  of: 
Q  Submission  date 

3  Loan  approval  date 

3  Closing  date 

Fee  (if  any)  to  lock  in  rate  earlier 

% 

% 

Initial  monthly  pavment                    $ 

$ 

APR 

APR  of  fixed  rate  loan 

% 
% 

% 

% 

Initial  discounted  rate,  if  any 
Term  of  discounted  rate 
Interest  rate  when  discount  rate  ends: 
3  Contract  rate 

% 
mos. 

% 
mos. 

3  Adiusted  rate 

First  interest  rate  adjustment  date 

First  interest  rate  adjustment  %, 
assuming  no  index  change 

% 

% 
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First  payment  adjustment  date 


Regular  rate  adjustment  period 

mos. 

mos. 

Regular  payment  adjustment 
period 

mos. 

mos. 

Lifetime  interest  cap,  if  any 

% 

% 

Periodic  interest  cap,  if  any 

% 

% 

May  interest  rate  increase  in  excess 
of  cap  be  carried  over  to  next 
adjustment? 

Does  periodic  interest  cap  apply  to 
index  decreases? 

Does  lifetime  interest  cap  apply  to 
index  decreases? 


Method  of  calculating  interest  rate  if  index  decreases: 


□  Interest  rate  bottoms  at  contract 
rate 


□  Interest  rate  declines  same  %  as 
index 

□  Other 

Lifetime  payment  cap,  if  any 
Periodic  payment  cap,  if  any 
May  negative  amortization  occur? 


When  is  loan  recast  to  pay  off  increase  in  principal  balance  due 
to  negative  amortization? 


G  Periodically 

□  When  balance  exceeds 
original  by 


_yrs 


_yrs 
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Does  payment  cap  apply  to 
payment  increases  resulting 
from  recasting  of  the  loan  due  to 
negative  amortization?  

May  ARM  be  converted  to  fixed 

rate?  

May  loan  term  be  extended?  

Open  end  (add-on)  feature?  

Is  ARM  assumable?  

Assumable  for  one  time  only?  

Assumption  conditions: 

□  Customary  credit  standards  

□  Assumption  fee  


□  Original  periodic  caps 
remaining? 

□  Original  lifetime  cap  remaining? 
Prepayment  penalty,  if  any 


Graduated  Payment 
Mortgage  (GPM) 

The  interest  rate  remains  fixed  throughout  the  term 
of  the  loan,  but  the  monthly  payments  start  out  at  a 
low  level  and  gradually  increase  (for  example,  at  3% 
a  year)  until  they  rise  above  the  level  at  which  a  stan- 
dard fixed  rate  mortgage  would  have  been  written. 
Because  the  amount  of  house  a  family  can  buy 
depends  upon  its  current  income,  the  GPM  is  partic- 
ularly attractive  to  the  young  family  buying  its  first 
home,  because  the  income  requirements  to  qualify 
for  a  GPM  are  significantly  less  than  those  for  a  fixed 
rate  mortgage  due  to  the  smaller  initial  payments.  A 
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GPM  enables  a  family  to  raise  its  housing  standard 
to  a  level  that  averages  out  more  accurately  with  its 
expected  lifetime  income. 

A  major  drawback  of  the  GPM  is  that  a  family's 
income  may  not  increase  in  line  with  the  rate  of 
increase  in  the  payments.  Most  GPM  loans  are  char- 
acterized by  negative  amortization  in  the  early  years. 

Graduated  Payment  Adjustable 
Rate  Mortgage  (GPARM) 

The  GPARM  is  a  blend  of  the  GPM  and  ARM.  Buyers 
can  take  advantage  of  the  initial  low  payments  of  a 
GPM  while  lenders  get  the  flexible  rate  advantage  of 
the  ARM.  The  GPARM  is  not  accepted  by  Fannie  Mae. 

EQUAL™  Mortgage 

The  EQUAL™  mortgage  combines  a  fixed  rate  inter- 
est, buydown,  graduated  payments  without  negative 
amortization,  and  a  known  payment  schedule. 

•  Buydown:  By  enabling  the  borrower  to  buy  down 
the  interest  rate,  the  initial  rate  is  substantially 
reduced  from  the  note  rate,  thus  producing  lower 
monthly  payments  on  which  to  qualify. 

•  One  or  Two-Year  Initial  Payments:  At  the  bor- 
rower's option,  the  initial  payment  is  maintained 
for  the  first  year  or  the  first  two  years  of  the  mort- 
gage. 

•  Yearly  Increased  Payments:  After  one  or  two 
years  the  monthly  payments  are  adjusted  upward 
by  7.5%  per  year  until  level  payments  are  reached 
to  amortize  the  mortgage  over  the  balance  of  its 
term. 

•  EQUAL  ™ Mortgages:  Available  for  15  or  30-year 
terms. 

•  Down  Payment:  20% 

•  Other:  No  prepayment  penalty,  limited  documen- 
tation, no  income  verification. 
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Rate  Improvement  Mortgage 
(RIM) 

A  RIM  is  a  30-year  fixed  rate  mortgage  with  a  one- 
time interest  rate  improvement  option.  Lenders 
charge  a  conversion  fee  and  a  processing  fee. 

Pledged  Account  Mortgage 
(PAM)  or  Flexible  Loan 
Insurance  Program  (FLIP) 

The  pledged  account  mortgage  is  a  form  of  GPM.  In 
order  to  reduce  the  monthly  payments  during  the  first 
years  of  the  loan,  the  buyer  places  part  of  the  cash 
intended  for  the  down  payment  into  a  pledged  inter- 
est-bearing savings  account  The  lender  makes  a  fixed 
rate  mortgage.  During  the  early  years  of  the  loan  the 
borrower  makes  monthly  payments  considerably 
smaller  than  the  payment  that  would  amortize  the 
fixed  rate  mortgage.  The  deficit  is  made  up  of  monthly 
withdrawals  from  the  pledged  savings  account.  The 
borrower's  portion  of  the  payments  increases  and  the 
withdrawals  decline  annually  until  the  pledged 
account  is  exhausted  at  the  end  of  the  graduation 
period. 


Example 

Purchase  price 

$100,000 

Available  cash 

20,000 

Deposit  in  pledged  account 

15,000 

Down  payment 

5,000 

Fixed  rate  mortgage 

(with  private  mortgage  insurance)  @ 

8%  interest  for  30  years,  payable  $697 

per  month 

95,000 

First  year's  monthly  payments 

500 

First  year's  monthly  pledged  account 

withdrawal 

197 

Reverse  Mortgage 

Government-backed  and  private  reverse  mortgage 
programs  enable  seniors  to  convert  the  equity  in  their 

A-20     Financing 


homes  into  cash  without  the  need  of  making  monthly 
payments.  In  some  programs  all  the  money  can  be 
taken  out  in  a  lump  sum  of  cash,  and  some  programs 
combine  a  lump  sum  at  closing  with  a  credit  line  or 
monthly  advances;  they  can  be  Term  Advances  (for 
a  fixed  period);  Tenure  Advances  (for  as  long  as  the 
recipient  lives  in  the  home);  ox  Lifetime  Advances  (for 
as  long  as  the  recipient  lives,  wherever  he  or  she  lives). 

Lifetime  advances  can  be  guaranteed  by  combin- 
ing a  reverse  mortgage  with  an  annuity  (a  contract 
with  a  life  insurance  company  to  pay  a  fixed  amount 
or  the  rest  of  one's  life). 

The  National  Center  for  Home  Equity  Conver- 
sion, founded  by  Ken  Scholen  in  1981,  is  the  leading 
authority  for  reverse  mortgages.  NCHEC  is  an  inde- 
pendent, nonprofit  organization.  Scholen  has 
assisted  in  drafting  the  Home  Equity  Conversion 
Mortgage  (HECM)  insurance  statute.  He  has  devel- 
oped the  total  loan  cost  method  of  analyzing  reverse 
mortgages  adopted  by  Congress  and  the  Federal 
Reserve.  He  also  advocated  the  specialized  reverse 
mortgage  accounting  methods  adopted  by  the  U.S. 
Securities  and  Exchange  Commission.  In  1995,  he 
received  the  Federal  Housing  Commissioner's  award 
for  his  work  on  reverse  mortgages. 

Ken  Scholen  produced  the  first  book  on  reverse 
mortgages  and  has  written  four  critically  acclaimed 
consumer  guides  including  a  list  of  reverse  mortgage 
lenders  with  telephone  numbers.  His  books  are  now 
subject  to  diminishing  availability.  Reverse  Mort- 
gages for  Beginners:  A  Consumer  Guide  to  the  New 
Reverse  Mortgages,  NCHEC  Press,  St.  Paul,  MN 
1995,  may  be  available  from  amazon.com.  The 
address  of  the  National  Center  for  Home  Equity 
Conversion  is  360  N  Robert  #403,  Saint  Paul,  MN 
55101;  telephone  651-222-6775;  fax  651-222-6797; 
www.  reverse.  org/NCHEChtm 
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Zero  Percent  Mortgage  (ZPM) 

With  a  typical  ZPM,  the  buyer  makes  a  large  cash 
down  payment,  perhaps  one-third  of  the  purchase 
price,  with  the  remaining  balance  payable  in  equal 
monthly  installments  over  five  years  with  no  interest. 
The  payments  are  comparable  with  those  of  a  fixed 
rate  30-year  mortgage  at  current  interest  rates. 

Example 


Fixed  Rate 

ZPM 

Mortgage 

Price 

$100,000 

$100,000 

Down  payment 

33,000 

20,000 

Loan  amount 

67,000 

80,000 

Term  of  loan 

5  years 

30  years 

Interest 

0% 

17% 

Monthly  payments 

$1,100 

$1,140 

Taxation  of  ZPM  Payments 

For  federal  income  tax  purposes,  when  there  is  a  sale 
of  property  and  a  portion  of  the  purchase  price  is 
deferred,  interest  is  imputed  when  no  interest  is 
stated  or  when  the  interest  is  less  than  the  minimum 
allowable.  (See  Imputed  Interest  in  the  Tax  Informa- 
tion section.)  Interest  is  imputed  at  the  lower  of  9% 
or  the  applicable  federal  rate.  Consequently,  a  por- 
tion of  each  payment  is  interest  income  to  the  seller 
and  constitutes  deductible  interest  to  the  buyer,  sub- 
ject to  the  limitations  of  the  Internal  Revenue  Code. 

Pros  and  Cons 

To  the  buyer,  the  advantages  of  a  ZPM  are  a  home 
completely  paid  for  in  five  years  and  avoidance  of  the 
high  cost  of  interest  The  problem,  of  course,  is  the 
requirement  of  a  large  down  payment. 

The  seller  has  the  advantage  of  facilitating  the 
sale  of  his  or  her  home,  or  in  the  case  of  a  builder, 
moving  his  or  her  inventory.  The  disadvantage  to  the 
seller  is  the  deferment  of  the  receipt  of  the  full  pur- 
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chase  price  without  interest  while  incurring  tax  lia- 
bility for  imputed  interest. 

However,  the  interest-free  benefit  to  the  buyer 
may  be  illusory  if  the  purchase  price  has  been 
adjusted  by  adding  a  premium  as  an  alternative  to 
the  stated  interest.  The  buyer  should  compare  the 
price  of  the  property  if  purchased  on  an  all-cash  basis 
against  the  price  with  the  ZPM. 

Variations  of  ZPMs 

Any  number  of  variations  to  ZPMs  have  been  devised 
by  homebuilders.  In  one  variation,  a  buyer  with  a  low 
down  payment  is  offered  a  ZPM  and  a  second  mort- 
gage at  current  interest  rates  accumulating  for  five 
years  with  no  monthly  payments.  After  five  years, 
when  the  ZPM  is  paid  off,  the  buyer  begins  making 
payments  on  the  second  mortgage  in  the  same 
amount  as  the  payments  on  the  ZPM. 

Example 

Purchase  price:        $100,000 

Down  payment:        $15,000 

ZPM:  $65,000,  payable  @  $1,084  for 

five  years 
Second  mortgage:    $20,000,  accumulating 

interest  @  8% 

With  a  negative  amortization  of  8%  per  year  for 
five  years,  the  principal  of  the  second  mortgage  has 
increased  to  $29,400.  With  monthly  payments  of 
$1,084  including  interest  at  8%,  the  second  mortgage 
will  be  retired  in  less  than  three  years. 

Shared  Equity  Mortgage  (SEM) 

Through  a  sale-leaseback  arrangement  called  a 
shared  equity  mortgage,  parents  sell  their  home  to 
their  children  or  to  other  investors,  then  lease  it  back 
for  the  remainder  of  their  lives.  Sales  proceeds  are 
invested  in  a  life  annuity  on  behalf  of  the  parents. 
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After  deduction  of  rent,  the  annuity  payments  go  to 
the  parents. 

Shared  Appreciation  Mortgage 
(SAM) 

The  Shared  Appreciation  Mortgage  (SAM)  allows  an 
investor  and  a  homeowner  to  co-own  a  property.  The 
homeowner  partner  occupies  the  property,  makes 
monthly  payments,  and  takes  better  care  of  it  than  a 
tenant  would.  The  investor  partner  assists  in  the  pur- 
chase by  providing  the  down  payment  or  arranging 
the  mortgage.  For  tax  purposes,  each  treats  the  prop- 
erty in  accordance  with  how  each  participates  in  the 
ownership. 

At  some  future  time,  when  the  property  is  sold, 
the  appreciation,  if  any,  is  shared  between  the 
partners. 

Under  SAM,  the  lender  offers  a  below-market 
interest  rate  in  return  for  a  percentage  in  the  appre- 
ciation of  the  property.  Typically,  the  home  is 
appraised  in  five  years,  with  the  lender  entitled  to  40% 
of  the  increase  (which  is  added  to  the  mortgage 
balance). 

Unsecured  Loan 

A  very  well-qualified  borrower  can  obtain  an  unse- 
cured loan  or  line  of  credit,  which  may  be  used  for 
almost  any  purpose,  from  a  lending  institution.  The 
individual  must  have  outstanding  income,  savings, 
and  credit.  Unsecured  loans  are  not  normally  com- 
mitted for  more  than  a  year  at  a  time,  and  the  interest 
rate  is  generally  stated  as  the  lender's  prime  rate  plus 
an  agreed  upon  percentage  above  that  rate.  Although 
this  money  could  be  used  to  purchase  a  home  and 
would  not  appear  as  a  lien  against  the  property,  an 
unsecured  loan  is  not  normally  suitable  for  financing 
real  estate,  other  than  perhaps  as  an  interim  loan  or 
construction  loan. 
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THE  SECONDARY 
MORTGAGE  MARKET 

The  secondary  mortgage  market  is  an  investor  mar- 
ket in  which  blocks  of  mortgage  loans,  originated  by 
lending  institutions,  are  purchased  and  assembled 
into  mortgage  pools  for  the  issuance  of  mortgage- 
backed  securities.  The  main  players  among  these  so- 
called  poolers  are  Fannie  Mae,  Freddie  Mac,  invest- 
ment bankers,  a  few  large  commercial  banks,  and 
some  state  and  local  housing  agencies.  By  purchasing 
mortgages,  these  investors  provide  local  lenders  new 
funds  to  make  more  home  loans,  thereby  assuring 
homebuyers  a  continual  supply  of  credit. 

Pool  underwriting  procedures  began  in  the  early 
1970s  on  a  small  scale,  reaching  a  peak  level  by  1982. 
There  are  now  four  agencies  involved  in  this  activity: 

1.  Fannie  Mae  (FNMA) 

2.  Freddie  Mac  (FHLMC) 

3.  Ginnie  Mae  (GNMA) 

4.  Farmer  Mac  (FAMC) 

Since  1992,  these  agencies  have  held  in  portfolio 
or  issued  underwriting  guaranties  on  more  than  45% 
of  all  residential  mortgage  debt  in  the  United  States. 
Because  the  ability  to  sell  a  mortgage  loan  into  any 
of  the  agency  pools  represents  good  liquidity  (the 
ability  to  convert  any  asset  into  immediate  cash), 
many  loan  originators  tend  to  follow  agency  require- 
ments whether  they  expect  to  sell  the  loan  immedi- 
ately or  not. 

Investors  of  mortgage-backed  securities  look  not 
only  for  yields  and  payment  patterns  in  comparison 
with  other  investments,  but  also  for  safety  and 
salability.  The  safety  factor  is  provided  by  government 
backing  of  FHA,  VA,  and  conventional  loans.  Sala- 
bility and  liquidity  have  been  accomplished  through 
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standardization  of  mortgage  instruments,  terms,  and 
credit  standards  brought  about  by  Fannie  Mae  and 
Freddie  Mac.  To  make  their  loans  salable  in  the  sec- 
ondary market,  lending  institutions  incorporate 
these  standards  into  their  underwriting  guidelines. 

The  four  federal  underwriting  agencies  (Fannie 
Mae,  Freddie  Mac,  Ginnie  Mae,  and  Farmer  Mac)  dif- 
fer somewhat  in  how  they  function  and  in  how  con- 
gressional authority  within  each  of  these  agencies 
must  work. 

Fannie  Mae,  Freddie  Mac,  and  Farmer  Mac  are 
publicly  owned  by  stockholders,  but  maintain  close 
ties  to  the  federal  government.  Ginnie  Mae  is  a  gov- 
ernment agency  operating  under  the  U.S.  Depart- 
ment of  Housing  and  Urban  Development  (HUD). 

Fannie  Mae  and  Freddie  Mac  are  authorized 
either  to  purchase  loans  for  their  own  portfolio  or  to 
underwrite  loans,  whereas  Ginnie  Mae  and  Farmer 
Mac  are  limited  to  approving  loan  pools  and  issuing 
guaranty  certificates  based  upon  approved  pools.  Nei- 
ther makes  outright  purchases  of  mortgage  loans. 

Only  one  federal  agency,  Ginnie  Mae,  carries  the 
authority  to  issue  a  government  guaranty  on  its  certif- 
icates, meaning  the  full  faith  and  credit  of  the  U.S.  gov- 
ernment The  other  three  issue  "agency  guaranties." 

Federal  National  Mortgage 
Association  (Fannie  Mae) 

Fannie  Mae  was  founded  as  a  government  agency  in 
1938  to  purchase  (not  underwrite)  FHA  loans.  In 
1944,  VA  loans  were  added  to  its  approved  list  of 
loans.  All  these  loans  were  held  in  portfolio.  In  1954, 
Fannie  Mae  was  rechartered  and  granted  authority 
to  sell  its  mortgage  loans  with  purchases  made  at  dis- 
count prices  rather  than  at  par.  In  1968,  Fannie  Mae 
became  a  private  corporation  through  a  partitioning 
that  created  the  Government  National  Mortgage  asso- 
ciation (Ginnie  Mae).  In  1972,  Fannie  Mae  enlarged 
its  mortgage  operations  by  adding  conventional 
loans. 
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To  make  the  purchase  of  conventional  loans  prac- 
tical, it  was  necessary  to  create  a  uniform  pattern  of 
documents,  qualifying  requirements,  and  insurance 
against  loan  default,  which  was  accomplished  in  coop- 
eration with  Freddie  Mac.  The  result,  called  a  con- 
forming loan,  is  a  standardized  conventional  loan 
written  on  uniform  documents  that  meets  the  pur- 
chase requirements  of  both  agencies. 

Today,  Fannie  Mae  is  authorized  to  purchase 
FHA,  VA,  and  conventional  loans  that  conform  to  its 
requirements.  Loan  purchases  are  made  for  two  sep- 
arate purposes: 

1.  Its  own  portfolio 

2.  Creation  of  mortgage  pools 

The  guaranty  securities  Fannie  Mae  issues, 
backed  by  its  mortgage  pools,  are  called  MBSs  (mort- 
gage-backed securities)  in  financial  markets. 

Federal  Home  Loan  Mortgage 
Corporation  (Freddie  Mac) 

Freddie  Mac  was  created  in  1970  and  placed  under 
the  administration  of  the  Federal  Home  Loan  Bank 
Board.  In  1989,  the  FHLBB  was  abolished  and  Fred- 
die Mac  was  shifted  to  a  new  regulator  and  new  man- 
agement. 

Almost  from  its  inception,  Freddie  Mac  pur- 
chased loans  for  the  purpose  of  creating  its  own  mort- 
gage pools.  A  Freddie  Mac  pool  generally  is  made  up 
of  a  large,  geographically  diverse  block  of  residential 
loans.  Each  designated  pool  collateralizes  a  series  of 
mortgage  participation  certificates,  called  PCs  in 
financial  markets.  In  1983,  Freddie  Mac  issued  the 
first  collateralized  mortgage  obligation  (CMO). 
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Government  National  Mortgage 
Association  (Ginnie  Mae) 

Ginnie  Mae  was  created  when  Fannie  Mae  was 
restructured  in  1968.  Ginnie  Mae  operates  as  a  part 
of  HUD.  Of  the  four  federal  underwriting  agencies, 
Ginnie  Mae  is  the  only  true  government  entity,  and 
it  continues  to  serve  as  the  government's  agency 
whenever  Congress  authorizes  housing  assistance 
programs. 

Ginnie  Mae  is  limited  to  underwriting  only  VA 
and  certain  FHA  loans. 

Unlike  Fannie  Mae  and  Freddie  Mac,  Ginnie  Mae 
does  not  purchase  loans  to  create  pools.  It  does  set 
its  own  requirements  for  loans  that  can  be  accepted 
into  a  mortgage  pool,  then  subsequently  approves 
loan  poolers  who  are  committed  to  complying  with 
those  requirements.  The  loan  poolers  can  be  any  Gin- 
nie Mae-approved  company,  such  as  investment  bank- 
ers, finance  companies,  mortgage  companies, 
homebuilders,  real  estate  brokers,  insurance  compa- 
nies, or  others. 

The  poolers  then  either  originate  or  buy  qualified 
mortgage  loans  from  other  loan  originators  across 
the  country.  When  a  pool  is  designated,  Ginnie  Mae 
is  asked  to  grant  its  underwriting  certificate,  called 
a  Ginnie  Mae.  The  servicing  (collecting  monthly  pay- 
ments and  handling  the  escrow  accounts)  of  individ- 
ual loans  remains  with  the  loan  originator  or  a 
specialized  servicing  company. 

Farm  Service  Agency 
(F.S.A.-Formerly  Known  as 
Farmer  Mac) 

The  Agricultural  Credit  Act  of  1987  established 
Farmer  Mac  as  a  separate  agency  within  the  Farm 
Credit  System  to  develop  a  secondary  market  in  farm 
real  estate  loans. 


A-28     Financing 


To  qualify  for  a  pool,  a  loan  must  be  collateralized 
by  agricultural  real  estate  in  the  United  States  that 
can  include  a  home  costing  not  more  than  $100,000 
that  is  in  a  rural  community  with  a  population  of 
2,500  or  less.  The  maximum  loan  is  the  larger  of 
$2.5  million  or  that  secured  by  no  more  than 
1,000  acres. 
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LENDING  SOURCES 

Savings  Associations  (Formerly 
Savings  and  Loan  Associations) 

The  deregulation  of  the  savings  and  loan  industry, 
brought  about  by  the  Depository  Institutions'  Dereg- 
ulation and  Monetary  Control  Act  of  1980  and  the 
Garn-St.  Germain  Depository  Act  of  1982,  was 
intended  to  give  relief  from  the  adversities  thrifts 
experienced  in  the  1970s.  As  a  result,  S&Ls  were 
allowed  to  branch  out  from  their  traditional  role  as 
residential  real  estate  lenders  into  nonresidential 
loans  and  consumer  financing.  A  new  downturn  of 
the  economy  in  the  mid-1980s  gradually  led  to  riskier 
investments  that  resulted  in  growing  numbers  of 
thrift  failures.  It  culminated  in  the  dramatic  S&L  cri- 
sis, which  cost  taxpayers  more  than  $100  billion. 

In  1989,  Congress  passed  the  Financial  Institu- 
tions Reform,  Recovery  and  Enforcement  Act  (FIR- 
REA),  which  eliminated  the  Federal  Home  Loan  Bank 
Board  and  the  Federal  Savings  and  Loan  Insurance 
Corporation.  They  were  replaced  by  the  Federal 
Housing  Finance  Board,  the  Office  of  Thrift  Super- 
vision, and  the  Savings  Association  Insurance  Fund. 
At  the  same  time,  FIRREA  changed  the  name  "sav- 
ings and  loan  association"  to  savings  association. 
The  reorganized  Federal  Deposit  Insurance  Corpo- 
ration (FDIC)  now  controls  the  Savings  Association 
Insurance  Fund  (SAIF),  which  insures  deposits  in  sav- 
ings associations,  and  the  Bank  Insurance  Fund 
(BIF),  which  insures  deposits  in  commercial  banks 
and  savings  banks. 

FIRREA  also  imposed  new  restrictions  on  sav- 
ings associations  to  reverse  the  practice  of  high-risk 
investments  and  encourage  more  residential  lending. 
The  dominating  market  position  savings  associations 
once  held  in  residential  lending  is  now  shared  to  a 
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large  extent  by  mortgage  bankers  and  also  by  com- 
mercial banks. 

Today,  most  savings  associations  invest  the 
majority  of  their  assets  in  residential  mortgages  and 
home  equity  loans,  generally  adhering  to  underwrit- 
ing guidelines  of  the  secondary  market. 

Savings  Banks 

Savings  banks,  traditionally  located  in  the  Northeast, 
generally  provide  the  same  services  as  savings  asso- 
ciations. 

Mortgage  Companies 
(Mortgage  Bankers) 

Mortgage  bankers  or  mortgage  companies,  now  the 
largest  force  in  residential  lending,  generally  special- 
ize in  originating  FHA,  VA,  and  conventional  loans, 
using  strict  underwriting  guidelines.  They  generally 
obtain  financing  from  commercial  banks  via  lines  of 
credit  and  sell  their  portfolios  in  the  secondary  mar- 
ket Mortgage  companies  also  represent  insurance 
companies  and  large  pension  funds  as  loan  corre- 
spondents, originating  and  servicing  loans  for  these 
investors. 

Commercial  Banks 

Commercial  banks  remain  major  participants  in  the 
mortgage  market  by  supplying  lines  of  credit  to  mort- 
gage companies.  Commercial  banks  have  surpassed 
savings  associations  in  market  share  of  residential 
lending.  Most  banks  sell  their  residential  loans  on  the 
secondary  market.  They  tend  to  give  depositors  pref- 
erential treatment  because  customers'  deposits  con- 
stitute most  of  their  assets.  Traditionally,  banks  are 
a  good  source  for  small  office  and  apartment  building 
loans,  as  well  as  for  commercial  construction  loans. 
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Mortgage  Brokers 

Mortgage  brokers  originate  loans  but  send  them  to 
an  institutional  lender  for  underwriting  and  funding. 
A  mortgage  broker's  profit  is  derived  from  wholesale 
fees  built  into  the  retail  fees  charged  by  the  lender. 

Often  mortgage  brokers  have  the  most  competi- 
tive rates  because  they  work  with  a  pool  of  lenders 
and  programs  (some  brokers  have  more  than  500  pro- 
grams to  choose  from)  and  are  aware  of  the  lowest 
interest  rates  available.  Also,  they  are  capable  of  send- 
ing a  borrower's  loan  package  to  two  or  three  differ- 
ent lenders  at  the  same  time,  locking  in  the  best  rates 
and  securing  quicker  approval. 

After  the  mortgage  broker  and  the  borrower 
select  a  program,  the  loan  is  processed  and  the  com- 
pleted package  is  sent  to  the  lender  for  underwriting. 
Documents  are  drawn,  and  the  lender  funds  the  loan 
at  closing. 

Life  Insurance  Companies 

Life  insurance  companies  are  regulated  by  the  state 
in  which  they  operate,  as  well  as  by  the  state  in  which 
the  company  is  incorporated.  They  are  usually  rep- 
resented by  loan  correspondents.  A  borrower  must 
have  an  excellent  credit  payment  history  to  qualify, 
but  insurance  companies  sometimes  allow  higher 
debt-to-income  ratios  than  other  lenders. 

Pension  Funds 

Pension  funds  generally  have  abundant  funds  avail- 
able for  investment.  Comparatively  high  yields  and 
their  safety  factor  make  mortgages  ideal  investments 
for  their  portfolios.  Pension  funds  buy  large  blocks 
of  mortgages  on  the  secondary  market,  or  they 
invest  in  large  mortgages,  usually  through  mortgage 
bankers. 

Pension  fund  administrators  include  trust  depart- 
ments of  commercial  banks  and  life  insurance  com- 
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panies,  trustees  of  union  pension  funds,  and  boards 
of  trustees  of  government  employee  pension  funds. 

Endowment  Funds 

Many  commercial  banks  and  mortgage  bankers  han- 
dle investments  for  endowment  funds.  Endowment 
funds  of  hospitals,  universities,  colleges,  charitable 
foundations,  and  other  endowed  institutions  offer  a 
good  source  of  financing  for  commercial  and  indus- 
trial properties. 

Credit  Unions 

In  the  past,  credit  unions  have  specialized  in  short- 
term  consumer  loans  for  their  members,  but 
today  they  are  playing  an  increasing  role  in  the  res- 
idential mortgage  market  by  financing  homes  for 
their  members. 

"Wall  Street"  and  other 
Private  Investors 

"Wall  Street"  and  other  private  investors  often  form 
pools  for  themselves  or  for  public  or  private  partner- 
ships for  the  purpose  of  buying  and  selling  mortgages 
both  directly  and  in  the  secondary  mortgage  market, 
thus  creating  another  source  of  mortgage  funds. 

Private  individuals  are  also  a  source  for  second 
mortgage  money.  Much  higher  interest  rates  coupled 
with  discounts  render  excellent  yields  to  an  investor. 
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LOAN  UNDERWRITING 

Underwriting  a  real  estate  loan  is  the  process  of  eval- 
uating an  applicant  as  a  credit  risk  and  ascertaining 
that  the  property  is  sufficient  security  for  the  mort- 
gage. 

Automated  Underwriting 

Automated  underwriting  systems  (the  application  of 
technology  in  evaluating  mortgage  risk)  allow  lend- 
ers to  make  quicker,  more  accurate  and  more  consis- 
tent underwriting  decisions  of  mortgage  applications 
that  have  varying  degrees  of  risk,  and  also  let  them 
approve  more  mortgages  without  increasing  risk. 

Real  estate  agents  are  now  able  to  take  informa- 
tion required  for  a  mortgage  loan  and  process  an  orig- 
inal application  through  a  computer  terminal.  The 
information  can  be  submitted  directly  to  a  lender,  or 
to  a  person  possessing  adequate  knowledge  of  the 
market  and  having  access  to  various  lenders.  Some 
agents  perform  this  service  without  charging  a  fee 
simply  to  expedite  the  closing,  while  others  earn  an 
origination  fee.  Such  a  fee  is  not  considered  a  "kick- 
back" or  "steering"  a  borrower,  both  of  which  are  pro- 
hibited by  federal  law.  Federal  restrictions  require  a 
broker  to  inform  the  borrower  of  all  fees  charged  for 
the  service  and  to  state  who  is  required  to  pay  them 
(usually  the  borrower).  The  borrower  must  acknowl- 
edge and  approve  of  the  fees  in  writing.  There  is  no 
dollar  restriction  on  the  fees,  other  than  they  must 
be  reasonable.  Because  mortgage  lending  is  a  very 
specialized  field,  licensees  who  wish  to  participate  in 
lending  and  in  providing  competent  advice  need  to 
become  proficient  in  this  specialty.  Many  licensees 
take  courses  or  rely  on  sound  advice  from  an  expe- 
rienced mortgage  lender. 
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Credit  Scoring 

An  important  tool  in  streamlining  mortgage  under- 
writing is  credit  scoring.  It  consists  of  an  analysis  of 
numerous  components  which  comprise  a  credit  pro- 
file, such  as  available  credit,  number  of  open 
accounts,  length  of  credit  history,  amount  of  debt, 
number  of  derogatory  items,  number  of  inquiries  and 
so  on.  Each  of  these  components  is  assigned  a  quan- 
titative risk  value  and  the  sum  of  all  the  values  is  for- 
mulated into  a  single  score.  The  higher  the  score,  the 
better  the  credit. 

Credit  scores,  developed  by  Fair  Isaac  Co.,  are 
referred  to  as  FICO.  There  are  three  major  credit 
repositories  that  collect  and  disseminate  credit  infor- 
mation on  consumers:  Experian,  Transunion,  and 
Equifax.  In  most  cases,  the  information  on  a  con- 
sumer varies  from  repository  to  repository. 

Credit  scoring  reports  grade  consumers  on  a 
scale  of  900  points.  The  score  is  a  snapshot  of  the 
applicant's  credit  history  at  a  particular  time.  Fannie 
Mae  recommends  that  lenders  do  comprehensive 
reviews  of  borrowers  with  scores  between  620  and 
660  points.  For  more  information  on  credit  scoring 
and  credit  reporting,  visit:  www.creditscoring.com. 

Legislation  is  pending  in  some  states  that  would 
require  lenders  to  disclose  borrowers  credit  scores. 
California  law  now  requires  lenders  to  provide  con- 
sumers with  credit  scores  and  the  factors  that  deter- 
mine them.  Fair,  Isaac  launched  a  Web  site, 
www.ficoguide.com,  dedicated  to  explaining  FICO 
scores  to  consumers  and  helping  them  understand 
what  scores  can  tell  them  about  their  credit  standing 
and  what  they  can  to  to  improve  it  over  time. 
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CONVENTIONAL  FINANCING 

A  conventional  loan  is  any  loan  made  by  an  institu- 
tional lender  that  is  not  insured  or  guaranteed  by  a 
governmental  agency. 

Most  conventional  loans  on  residential  proper- 
ties of  one  to  four  units  conform  to  the  underwriting 
criteria  established  by  Fannie  Mae  and  Freddie  Mac, 
the  secondary  market  agencies  that  purchase  con- 
ventional loans  and  mortgage-backed  securities. 

Loans  that  deviate  from  the  criteria,  called  non- 
conforming loans,  are  made  by  lenders  that  keep 
loans  in  their  portfolio  rather  than  sell  them  in  the 
secondary  market. 

Unless  otherwise  noted,  underwriting  guidelines 
for  conventional  mortgages  discussed  under  this 
heading  are  criteria  set  by  Fannie  Mae  or  Freddie  Mac. 

Miscellaneous  Changes  In 
Mortgage  Eligibility  Criteria 
[Fannie  Mae  Ann.  00-03  07/ 
03/00] 

As  a  result  of  extensive  research  with  Desktop  Under- 
writer®, Fannie  Mae  has  announced  new  underwrit- 
ing guidelines  that  enable  lenders  to  offer  improved 
financing  opportunities  to  borrowers. 

Because  of  the  ability  of  Desktop  Underwriter 
to  perform  complex  assessments  of  multiple  unique 
combinations  of  risk  factors,  the  most  favorable  of 
flexibilities  for  any  particular  mortgage  application  is 
now  available  through  the  automated  underwriting 
system.  Among  other  features,  Desktop  Under- 
writer   now  allows: 

1.  expansion  of  existing  standard  eligibility  crite- 
ria for  first  mortgages;  and 

2.  introduction  of  enhanced  eligibility  criteria  to 

enable  certain  creditworthy  borrowers  to  obtain 
higher  loan-to-value  ratios  that  were  not  previ- 
ously available. 


A-36     Financing 


Expansion  of  Standard  Mortgage 
Eligibility  Criteria 

•  Nonpermanent  resident  alien  borrowers  are  now 
eligible  for  financing  on  the  same  terms  offered 
to  U.S.  citizens. 

•  The  amount  by  which  initial  interest  rates  ("teaser 
rate")  of  an  adjustable-rate  mortgage  may  be  dis- 
counted below  the  fully  indexed  rate  is  now  sub- 
ject to  limitation. 

•  New  eligibility  criteria  for  mortgages  secured  by 
investment  properties 

•  Financing  multiple  properties  to  one  borrower  no 
longer  limited. 

•  Home  equity  combined  loan-to-value  (HCLTV) 
ratio  now  based  on  the  sum  of  (a)  the  unpaid  prin- 
ciple balance  of  the  first  mortgage;  (b)  the  unpaid 
balance  of  a  home  equity  line  of  credit;  and  (c) 
the  unpaid  principal  balance  of  all  other  subor- 
dinate financing. 

Amendment  of  Existing  Standard 
Mortgage  Eligibility  Criteria 

•  Cash-out  refinance  transactions  will  no  longer  be 
limited  to  mortgages  secured  by  principal  resi- 
dences; now  they  may  be  used  for  mortgages 
secured  by  one  to  four-family  investment  proper- 
ties. 

•  Balloon  mortgages  will  no  longer  have  to  be  se- 
cured by  one  to  four-family  principal  mortgages; 
now  they  may  be  secured  by  one  to  four-family 
principal  residences,  one  family  second  homes,  or 
one  to  four-family  investment  properties. 

•  Adjustable-rate  mortgages  will  no  longer  have  to 
be  secured  by  one  to  four-family  principal  resi- 
dences or  one-family  second  homes;  now  they 
may  also  be  secured  by  one  to  four-family  invest- 
ment properties. 
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•  Mortgages  that  are  subject  to  subordinate  financ- 
ing will  no  longer  have  a  loan-to-value  limitation 
of  75%  on  the  first  mortgage.  The  new  limitation 
will  be  the  same  as  the  maximum  allowable  loan- 
to-value  ration  that  would  apply  if  the  mortgage 
did  not  have  subordinate  financing. 

•  Purchase  money  transactions  involving  mort- 
gages that  are  secured  by  second  homes  will  now 
be  available  at  higher  loan-to-value  ratios. 

Loan-To-Value  (LTV)  Ratios 

For  most  purchase  money  transactions  the  loan-to- 
value  ratio  is  determined  by  dividing  the  mortgage 
balance  at  the  time  the  mortgage  is  submitted  for 
purchase  by  the  property's  value  (the  lower  of  the 
sales  price  or  the  appraised  value).  For  example: 
assume  the  property,  which  was  sold  for  $200,000 
and  appraised  at  $202,000,  is  secured  by  a 
$190,000  mortgage.  The  loan-to-value  ratio  is  95% 
($190,000/$200,000). 

Fannie  Mae  defines  maximum  financing  as  an 
amount  that  is  within  5%  of  the  highest  loan-to-value 
ratio  allowed  (by  Fannie  Mae)  for  a  specific  type  of 
mortgage.  For  example:  When  the  highest  loan-to- 
value  ratio  allowed  for  a  particular  mortgage  product 
is  90%,  maximum  financing  would  be  any  mortgage 
that  exceeds  85%  of  the  value  of  the  property. 

Fannie  Mae  requires  insurance  for  a  first  mort- 
gage that  has  a  loan-to-value  ratio  greater  than  80%. 

Enhanced  Eligibility  Criteria 
for  Certain  Borrowers 

To  enable  more  creditworthy  borrowers  to  take 
advantage  of  higher  loan-to-value  and  combined  loan- 
to-value  ratios  than  those  Fannie  Mae  typically 
accepts,  a  few  enhancements  have  been  added  to  the 
mortgage  eligibility  criteria.  Borrowers  may  take 
advantage  of  Enhanced  Eligibility  Criteria  if: 
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•  they  have  no  previous  bankruptcy  or  foreclosure- 
related  action  on  their  credit  history; 

•  they  have  no  mortgage  delinquency  in  the  past 
12  months  on  their  credit  history; 

•  they  have  a  minimum  cash  reserve  of  at  least  two 
months  (or,  if  the  mortgage  is  secured  by  an 
investment  property,  six  months); 

•  the  mortgage  is  secured  by  a  one  to  two-family  prin- 
cipal residence  or  a  one-family  second  home;  and 

•  the  mortgage  has  a  minimum  "representative" 
FICO  score 

The  required  minimum  "representative"  FICO 
score  for  a  mortgage  may  differ,  based  on  product 
type,  occupancy  status,  or  transaction  type,  as  illus- 
trated below: 

Transaction  Property/  FICO 

Type  Product  Type  Score* 

Purchase  Money  or     2-Fam  Principal  Residence/  680 

Limited  Cash-Out     Amortizing  Fixed-Rate  and  1-Fam 
Refinance  Second  Home/Any  Product 

Purchase  Money  or     1  to  2-Fam  Principal  Residence/     700 
Limited  Cash-Out     Balloon  Mortgage  or  Adjustable- 
Refinance  Rate 

Cash-Out  Refinance     Residence/and  1-Fam  Second         720 
Home/Any  Product 

All  Transactions  1  to  2-Fam  Investment  720 

Property**/Any  Product 

•  The  stated  minimum  FICO  score  applies  to  salaried  and  commis- 
sioned borrowers.  The  minimum  required  FICO  score  for  self- 
employed  borrowers  are  20  points  higher  than  the  stated  scores. 

**  Under  Ann.  00-03,  Fannie  Mae  no  longer  imposes  any  limitations  on 
the  number  of  investment  properties  a  borrower  may  currently  be 
financing  (with  the  exception  of  current  limitations  on  Community  Liv- 
ing® mortgages.)  The  borrower  must  have  a  cash  reserve  equal  to  at 
least  six  payments  (principal  interest,  and  escrows)  for  each  mortgage. 

Documentation 

Credit  documents  must  be  no  more  than  120  days 
old  (180  days  for  new  construction)  on  the  date  the 
note  is  signed.  Appraisals  must  be  no  more  than 
180  days  old  (360  days  for  new  construction).  The 
documentation  incorporates  the  following: 
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Uniform  Underwriting  and  Transmittal  Sum- 
mary (Fannie  Mae  form  1008/Freddie  Mac  form 
1077).  Effective  December  1992,  Fannie  Mae  and 
Freddie  Mac  combined  their  forms  under  this  new 
title. 

Residential  Loan  Application  (form  1003) 
Residential  Mortgage  Credit  Report  and  a  Busi- 
ness Credit  Report  for  self-employed  borrowers 
if  their  business  is  a  corporation,  S  corporation, 
or  partnership 

Verification  of  Deposit  (form  1006) 
Verification  of  Employment  (form  1005) 
Federal  income  tax  returns  (both  individual  and 
business  returns)  for  past  two  years,  with  all  appli- 
cable schedules;  plus  for  self-employed  borrowers 
and  all  business  entities  a  year-to-date  profit  and 
loss  statement  and  balance  sheet  for  previous  two 
fiscal  years 

A  year-to-date  profit  and  loss  statement  for  self- 
employed  borrower's  business,  if  the  loan  appli- 
cation is  dated  more  than  120  days  after  the  end 
of  the  business's  tax  year 
A  balance  sheet  for  the  previous  two  fiscal  years 
for  a  self-employed  borrower's  business  that  is 
held  as  a  sole  proprietorship 
Self-Employed  Income  Analysis  (form  1084A  or 
1088B) 

Comparative  Income  Analysis  (form  1088)  for 
self-employed  borrowers 
A  self-employed  borrower's  written  permission  to 
request  copies  of  his  or  her  federal  income  tax 
returns  for  the  past  two  years  directly  from  the 
IRS  if  they  are  needed  for  quality  control  pur- 
poses 

Purchase  agreement  and  amendments 
Escrow  instructions 

Verification  of  payment  history  on  previous 
mortgages 

Any  other  documentation  needed  to  make  a  pru- 
dent underwriting  decision 
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Under  the  FDIC  Improvement  Act  of  1991,  there 
is  no  ceiling  on  the  following  loans:  permanent  resi- 
dential and  home  equity  loans  on  owner-occupied 
one  to  four-family  properties,  except  that  loans  of 
more  than  90%  must  have  private  mortgage  insur- 
ance; FHA  and  VA  loans;  problem  loans  that  must  be 
renewed,  refinanced,  or  restructured;  and  loans  that 
facilitate  the  sale  of  foreclosed  properties. 

Maximum  Loan  Amounts 

The  following  maximum  loan  amounts  for  all  con- 
ventional mortgages  are  in  effect  as  of  January  1, 
2004. 


No.  of 

Maximum  Loan 

Alaska,  Hawaii  & 

Units 

U.S.  &  Puerto  Rico 

Virgin  Islands 

1 

$333,700 

$500,550 

2 

$427,150 

$640,725 

3 

$516,300 

$774,450 

4 

$641,650 

$962,475 

Second 

mortgages: 

$166,850 

$250,275 

Loans  exceeding  these  ceilings  are  nonconform- 
ing jumbo  loans. 

Down  Payment 

A  minimum  down  payment  of  5%  must  come  from  the 
borrower's  savings  or  liquid  assets.  The  remainder  of 
a  larger  down  payment  may  come  from  other  sources 
(e.g.,  gift,  trade  equity,  rent  credit).  If  the  LTV  is  80% 
or  less,  the  entire  down  payment  may  come  from  a 
gift  or  grant  from  a  relative,  church,  municipality,  or 
nonprofit  organization. 

With  secondary  financing,  the  minimum  down 
payment  is  10%  of  the  lesser  of  appraised  value  or 
purchase  price. 

The  property  seller  may  take  the  borrower's  exist- 
ing property,  or  an  asset  other  than  real  estate,  in 
trade  as  part  of  the  down  payment  as  long  as  the  bor- 
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rower  has  made  a  5%  cash  payment  and  his  or  her 
equity  contribution  for  the  traded  property  is  a  true 
value  consideration  supported  by  a  current,  full 
appraisal. 

In  the  event  of  a  lease  purchase  option,  the  prop- 
erty seller  may  give  the  purchaser  credit  toward  the 
down  payment  for  a  portion  of  previous  rent  pay- 
ments he  or  she  made  under  a  documented  lease  pur- 
chase agreement  that  had  a  minimum  original  term 
of  at  least  12  months  in  an  amount  up  to  the  differ- 
ence between  the  market  rent  and  the  actual  rent 
paid.  (The  appraiser  must  determine  "market"  rent.) 
The  buyer,  in  such  case,  does  not  have  to  make  a  5% 
minimum  cash  down  payment  in  order  for  the  rental 
payments  to  be  credited  toward  the  down  payment 

Cash  Reserves 

Borrowers  are  generally  required  to  have  at  least  two 
months  of  liquid  reserves  as  a  cushion  for  unforeseen 
financial  problems  after  paying  the  down  payment, 
closing  costs,  and  prepaid  expenses  related  to  the 
mortgage.  The  lower  the  borrower's  credit  score,  the 
more  months  of  cash  reserve  is  required. 

Escrow  Account 

At  the  option  of  the  borrower,  lenders  may  maintain 
an  escrow  account  from  which  to  pay  property  taxes, 
hazard  insurance  premiums,  and  homeowners'  asso- 
ciation fees  when  due.  HUD  from  time  to  time  estab- 
lishes guidelines  for  lenders  to  compute  escrow 
charges. 

Private  Mortgage  Insurance  (PMI) 

There  are  risks  of  varying  degrees  associated  with 
mortgages,  depending  upon  the  loan-to-value  ratio 
and  other  factors.  Private  mortgage  insurance  com- 
panies insure  lending  institutions  against  loss  due  to 
borrower  default  The  insurance  covers  the  lender  for 
the  upper  portion  of  the  loan,  typically  25%  of  the 


A-42     Financing 


outstanding  balance.  For  example,  with  a  sales  price 
of  $100,000,  a  down  payment  of  $5,000  and  PMI  cov- 
erage of  25%,  the  lender's  exposure  is  calculated  as 
follows: 

Sales  price  $100,000 

Down  payment  -$  5,000 

Loan  amount  $  95,000 

Coverage  x      25% 

Amount  of  coverage  $  23,750 

The  lender's  exposure  is  $100,000  -  $23,750  = 
$76,250. 

Fannie  Mae  requires  PMI  coverage  for  high-ratio 
conventional  mortgages  (LTVs  higher  than  80%). 
Taking  into  consideration  a  lower  risk  factor  associ- 
ated with  fully  amortizing,  fixed  rate  mortgages  with 
an  original  term  of  20  years  or  less,  the  PMI  coverage 
requirement  has  been  sharply  reduced  for  these  mort- 
gages, as  shown  in  the  following  chart. 

PMI  Coverage  Requirements 
(Effective  December  1996) 

Mortgage  LTV       LTV       LTV 

Terms  0-85%  85-90%  90-97% 

10,  15, 20  yr.  Fixed  Rate  6%  12%  25% 

25  &  30  yr.  Fixed  Rate  12%  25%  30% 

15&30yr.ARM  12%  25%  30% 

7  yr.  Balloon  12%  25%  30% 

Premiums  usually  increase  at  intervals  of  5%  of 
LTV;  so  85%,  90%,  and  95%  loans  have  progressively 
higher  premiums  due  to  increased  risk. 

Borrowers  may  include  the  one-time  PMI  in  the 
amount  financed  for  first  purchase  money  mortages 
secured  by  owner-occupied  properties.  The  one-time 
PMI  is  added  to  the  loan  before  the  monthly  payment 
is  calculated. 

In  an  effort  to  reduce  cash  requirements  at  clos- 
ing, private  mortgage  insurance  companies  began 
offering  monthly  premium  payment  plans  rather  than 
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annual  or  single  payment  plans.  Insurers  are  now 
reporting  nearly  half  their  new  insurance  business  is 
in  monthly  premium  payments. 

FNMA's  Termination/Cancellation 
Policy  of  Borrower-Purchased  Mortgage 
Insurance 

In  concurrence  with  the  Homeowners  Protection  Act 
of  1998,  FNMA  has  announced  an  automatic  termi- 
nation provision  that  applies  to  all  mortgages  closed 
on  or  after  07/29/99.  In  addition,  FNMA  has 
extended  the  requirements  by  the  act  to  any  mort- 
gages closed  on  or  before  07/29/99.  FNMA  also 
offers  borrower-initiated  cancellation  based  on  the 
current  value  of  the  property,  which  is  not  required 
by  the  act  [Ann.99-06  5/27/99] 


Summary  of  Earliest  Date  for  Automatic 
Termination  of  Mortgage  Insurance 


Closed  on  or  after  07/29/99 


Closed  before  07/29/99 


First  Mortgages  secured  by 

1-family  principal  residences 

or  2nd  homes 


First  Mortgages  secured  by 

1-family  principal  residences 

or  2nd  homes 


The  earlier  of  (1)  the  date  the 
mortgage  balance  is  first 
scheduled  to  reach  78%  of 
original  value  of  property  or 
(2)  the  first  day  of  the  month 
after  the  date  that  is  the  mid- 
point of  the  mortgage 
amortization  period 


The  first  day  of  the  month 
after  the  date  that  is  the  mid- 
point of  the  mortgage 
amortization  period 
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Summary  of  Earliest  Date  for  Automatic 
Termination  of  Mortgage  Insurance 


Closed  on  or  after  07/29/99 

Closed  before  07/29/99 

Second  mortgages  secured 

by  1  to  4-family  principal 

residence 

The  first  day  of  the  month 
after  the  date  that  is  the  mid- 
point of  the  mortgage 
amortization  period 

First  Mortgages  secured  by 
2  to  4-family  principal 

residences  or  1  to  4-family 
investment  properties 

First  Mortgages  secured  by 
2  to  4-family  principal 

residences  or  1  to  4-family 
investment  properties 

The  first  day  of  the  month 
after  the  date  that  is  the  mid- 
point of  the  mortgage 
amortization  period 

The  first  day  of  the  month 
after  the  date  that  is  the  mid- 
point of  the  mortgage 
amortization  period 

Summary  of  Earliest  Date  for 
Borrower-Initiated  Cancellation  Requests 


Closed  on  or  after  07/29/99  Closed  before  07/29/99 


First  Mortgages  secured  by 

1-family  principal 
residences  or  2nd  homes 


First  Mortgages  secured  by 

1-family  principal 
residences  or  2nd  homes 


Either  (1)  the  date  the 
mortgage  balance  is  first 
scheduled  to  reach  80%  of 
the  original  property  value 
or  (2)  the  date  that  the 
mortgage  balance  actually 
reaches  80%  of  the  original 
property  value 


The  date  that  the  mortgage 
balance  actually  reaches 
80%  of  the  original  property 
value 
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Summary  of  Earliest  Date  for 
Borrower-Initiated  Cancellation  Requests 


Closed  on  or  after  07/29/99 

Closed  before  07/29/99 

Second  mortgages  secured 

by  1  to  4-family  principal 

residences 

The  date  that  the  combined 
balances  of  all  outstanding 
mortgages  actually  reaches 
70%  of  the  property  value  at 
the  time  the  second 
mortgage  was  originated 

First  Mortgages  secured  by 
2  to  4-family  principal 

residences  or  1  to  4  family 
investment  properties 

First  Mortgages  secured  by 
2  to  4-family  principal 

residences  or  1  to  4-family 
investment  properties 

The  date  that  the  mortgage 
balance  actually  reaches 
70%  of  the  original  property 
value 

The  date  that  the  mortgage 
balance  actually  reaches 
70%  of  the  original  property 
value 

Qualifying  Ratios 

Two  ratios  are  used  to  determine  whether  the  bor- 
rower can  reasonably  be  expected  to  meet  expenses 
involved  in  home  ownership.  Fannie  Mae's  current 
benchmark  ratios  are: 

1.  Housing  expense  =  max.  28%  of  gross  income 

2.  Total  obligations  =  max.  36%  of  gross  income* 

*With  temporary  buydowns,  Fannie  Mae's  requirement  for  total  obli- 
gations is  33%  of  gross  income. 

Housing  expense  means  the  monthly  payment 
for  principal,  interest,  hazard  insurance,  real  estate 
taxes,  mortgage  insurance  premium,  and  any  owners' 
association  dues. 
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Total  obligations  means  the  sum  of  (1)  housing 
expenses  and  (2)  monthly  recurring  obligations  on 
installment  loans  and  revolving  charge  accounts 
extending  beyond  ten  months,  nonincome  producing 
real  estate  loans,  alimony,  child  support,  spousal 
maintenance  and  payments  on  all  other  debts  of  a 
continuing  nature. 

Gross  income  means  stable  monthly  income,  rea- 
sonably expected  to  continue  for  at  least  three  years. 

Example  of  Qualifying  a  Buyer  for 
Conventional  Financing 

Jim  Miller  wants  to  buy  a  home.  His  gross  income  is 
$5,000.  He  has  monthly  recurring  obligations  of 
$800.  Calculate  the  maximum  monthly  housing 
expense  for  which  he  can  qualify. 

Gross  income  $5,000 

x  0.28 
Max.  housing  expense         $1,400  (Ratio  1) 

Gross  income  $5,000 

x  0.36 
Max.  total  obligations  $1,800 
Recurring  obligations  -  800 
Max.  housing  expense         $1,000  (Ratio  2) 


Because  the  result  of  Ratio  2  is  lower,  the  maxi- 
mum monthly  housing  expense  Mr.  Miller  qualifies 
for  is  $1,000. 

High-Ratio  Mortgages 

For  high-ratio  mortgages  (above  80%  LTV),  lenders 
look  beyond  the  total  obligations-to-income  ratio  to 
determine  the  borrower's  eligibility,  particularly  with 
respect  to  the 

•  adequacy  of  the  borrower's  reserves  after  clos- 
ing-cash that  equals  at  least  two  mortgage  pay- 
ments represents  adequate  reserves; 
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•  borrower's  demonstrated  ability  to  make  monthly 
housing  payments  equal  to  or  greater  than  the 
proposed  monthly  housing  expense: 

•  borrower's  ability  to  accumulate  savings  and  to 
demonstrate  prompt  payment  of  debts; 

•  borrower's  demonstrated  capability  for  increased 
earnings  in  future  years,  based  on  his  or  her 
employment  history  (this  is  especially  true  for 
ARM  borrowers);  and 

•  borrower's  ability  to  maintain  an  acceptable 
credit  history. 

Compensating  Factors 

Fannie  Mae's  debt-to-income  benchmark  ratios  may 
be  exceeded  when  compensating  factors  are  present. 
The  strongest  compensating  factor  is  a  borrower's 
demonstrated  history  ( 12  to  24  months)  of  paying  pre- 
vious housing  expenses  equal  to  or  greater  than  the 
proposed  monthly  housing  expense,  while  success- 
fully handling  other  debt  obligations.  In  such  cases, 
lenders  may  approve  the  application  of  an  otherwise 
qualified  borrower  even  if  Fannie  Mae's  benchmark 
ratios  are  exceeded.  Additional  compensating  factors 
are  a  borrower's 

•  making  a  large  down  payment  toward  the  pur- 
chase of  the  property; 

•  purchasing  a  property  that  qualifies  as  an  energy- 
efficient  dwelling; 

•  demonstrating  the  ability  to  devote  a  greater  por- 
tion of  income  to  basic  needs,  such  as  housing 
expenses: 

•  demonstrating  the  ability  to  accumulate  savings 
and  to  maintain  a  good  credit  history  or  a  debt- 
free  position; 

•  having  a  potential  for  increased  earnings  and 
advancement  because  of  education  or  job  train- 
ing, even  though  he  or  she  has  just  entered  the 
job  market; 
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•  having  short-term  income  (such  as  Social  Secu- 
rity income,  alimony  child  support,  notes  receiv- 
able, mortgage  differential  payments,  trust 
income,  VA  benefits)  that  could  not  be  counted 
as  stable  income  because  it  would  not  continue 
to  be  received  for  at  least  three  years  beyond  the 
date  of  the  mortgage  application; 

•  purchasing  the  home  as  a  result  of  corporate  relo- 
cation of  the  primary  wage-earner,  with  the  expec- 
tation that  the  secondary  wage-earner,  who  has 
a  history  of  employment  in  the  previous  location, 
will  return  to  work  (even  if  he  or  she  has  not  yet 
obtained  employment  in  the  new  location);  and 

•  having  a  net  worth  substantial  enough  to  evi- 
dence the  ability  to  repay  the  mortgage. 

In  order  to  qualify  under  the  higher  ratios  for 
mortgages  with  loan-to-value  ratios  above  90%,  not 
only  must  borrowers  fall  into  one  of  the  above  cat- 
egories, but  one  of  the  following  conditions  must 
also  exist: 

•  The  borrower  must  have  financial  reserves  that 
can  be  used  to  carry  the  mortgage  debt  for  two 
to  three  months. 

•  The  borrower  must  have  a  demonstrated  ability 
to  devote  a  greater  portion  of  his  or  her  income 
to  housing  expenses,  an  excellent  payment  his- 
tory on  any  prior  mortgage  obligation,  and  an 
acceptable  credit  history. 

•  The  borrower  must  have  a  total  obligation-to- 
income  ratio  (at  the  time  of  the  application)  of  30% 
or  less,  an  excellent  payment  history  on  any  prior 
mortgage  obligation,  and  an  acceptable  credit 
history. 

Secondary  Financing 

The  source  of  secondary  financing  is  generally  the 
seller  who  accepts  a  note  for  part  of  the  purchase 
price,  secured  by  a  mortgage  on  the  property.  This 
is  referred  to  as  a  purchase  money  mortgage.  Sec- 
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ondary  financing  may  also  be  obtained  from  a  private 
third  party  or  from  an  institutional  lender  (that  may 
or  may  not  be  the  lender  making  the  first  loan). 

Most  lenders  have  the  following  seven  require- 
ments for  second  loans  (regardless  of  the  source)  in 
conjunction  with  conventional  financing: 

1 .  1 0%  minimum  cash  down  payment  The  combined 
first  and  second  loans  may  not  exceed  90%  of  the 
lesser  of  the  appraised  value  or  purchase  price. 

2.  75%  maximum  LTV  for  first  mortgage. 

3.  Minimum  term  5  years,  maximum  30  years. 

4.  No  prepayment  penalty. 

5.  Regular  scheduled  payments.  May  be  amortized 
or  interest  only,  may  provide  for  balloon  pay- 
ment, may  be  monthly,  quarterly,  and  so  on,  but 
must  be  regular  payments. 

6.  No  negative  amortization. 

7.  Buyer  must  qualify  for  combined  payments  of 
first  and  second  loans.  For  qualification  pur- 
poses, lenders  base  monthly  payments  of  the  sec- 
ond mortgage  on  an  interest  rate  not  less  than 
2%  below  the  market  rate  for  second  loans. 

Financing  Programs 

Freddie  Mac  Lease  Purchase  Option 

Freddie  Mac's  Plan  allows  a  renter  to  make  a  lease 
purchase  agreement  for  a  set  number  of  years  with 
a  sponsoring  nonprofit  group  or  housing  finance 
agency  that  purchases  the  home  financed  by  a  con- 
ventional loan.  The  tenant  makes  monthly  rental  pay- 
ments, part  of  which  are  set  aside  toward  the  down 
payment  and  closing  costs.  When  the  accumulated 
funds  total  the  required  5  percent  down  payment,  the 
tenant  can  assume  the  mortgage  from  the  sponsoring 
agency  and  Freddie  Mac  will  buy  the  loan. 
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Fannie  Mae  Reverse  "Home 
Keeper  Mortgage" 

The  new  Home  Keeper  Mortgage,  announced  by  Fan- 
nie Mae,  is  a  compilation  of  all  the  best  features  of 
reverse  mortgage  products  on  the  market,  including 
the  FHA-insured  Home  Equity  Conversion  Mortgage. 

Basic  Requirements: 

I.   All  owners  of  the  home  must  be  aged  62  or  over. 
II.   At  least  one  owner  must  occupy  the  home  as  his 
or  her  principal  residence. 

III.  The  home  must  be  a  single-family  residence  or 
part  of  a  HUD-approved  condominium  or 
Planned  Unit  Development  (PUD). 

IV.  The  borrower  must  attend  a  consumer  education 
session  approved  by  Fannie  Mae. 

V.  There  is  no  limitation  on  the  original  loan 
amount  because  the  loan  amount  increases  over 
time.  Instead,  there  is  a  limit  on  the  amount  of 
cash  the  borrower  may  receive  during  the  life  of 
the  mortgage. 

Benefits: 

The  borrower  has  the  choice  of  taking  the  loan  as: 

•  a  single  lump  sum  of  cash; 

•  a  credit  line; 

•  monthly  cash  advances  for  as  long  as  the  bor- 
rower lives  in  the  home;  or 

•  any  combination  of  the  above  options. 

Transamerica  Homefirst 
Reverse  Mortgages 

This  is  the  only  reverse  mortgage  providing  lifetime 
monthly  cash  advances  even  if  the  borrower  sells  or 
moves  out  of  the  residence. 

Maximum  loan  is  $750,000  in  CA,  CO,  CT,  DC, 
FL,  GA,  IL,  MD,  MI,  NJ,  NY,  OH,  OR,  PA,  VA,  and  WA. 
Details:  1-800-538-5569,  Dept.  W206. 
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Community  Lending  Programs 

Many  lenders  are  now  playing  a  positive  role  in  the 
revitalization  of  neighborhoods  to  reverse  historic 
patterns  of  neglect  and  decay.  Fannie  Mae  supports 
development  of  other  community  lending  programs 
that  combine  acceptable  risk  with  the  flexibility 
required  to  make  home  finance  opportunities  avail- 
able to  low  and  moderate-income  households.  Two 
community  lending  models  are  currently  in  place: 
The  Community  Home  Buyer's  Program  model, 
generally  available  only  to  borrowers  with  incomes 
of  not  more  than  100%  of  the  median  income  for  their 
locality,  and  the  Enh  a  need  Fannie  Neighbors  model, 
which  opens  up  the  Community  Home  Buyer's  Pro- 
gram model  to  a  wider  range  of  borrowers  by  using 
as  its  qualifying  criterion  the  location  of  the  security 
property.  Additional  models  (or  changes  to  these 
models)  may  be  announced  from  time  to  time. 

Community  Home  Buyer's  Program 
(CHBP) 

Eligible  borrowers.  Mortgages  are  made  to  natural 
persons  (not  entities).  But  for  certain  types  of  trans- 
actions, borrowers  may  be  nonprofit  organizations  or 
public  agencies.  A  borrower's  income  generally  may 
not  exceed  100%  of  the  median  area  income  pub- 
lished by  HUD. 

Mortgages.  CHBP  mortgages  are  conventional 
fully  amortizing  first  mortgages  obtainable  with  a 
minimum  investment.  The  one  exception  is  the  start- 
up mortgage,  a  graduated  payment  mortgage  with 
interest-only  payments  for  the  first  year.  Payments 
increase  2%  annually  until  the  mortgage  becomes 
fully  amortizing.  There  is  no  negative  amortization. 
Mortgages  may  have  15, 20, 25  or  30-year  terms  with 
either  monthly  or  biweekly  payments.  Qualifying 
guidelines  for  CHBP  mortgages  are  33%  for  the 
monthly  housing  expense-to-income  ratio  and  36% 
for  the  total  obligations-to-income  ratio. 
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Properties.  CHBP  mortgages  generally  must  be 
secured  by  one-family  properties,  including  units  in 
eligible  condominium,  PUD  and  cooperative  projects. 
The  properties  may  be  new,  existing,  or  rehabilitated. 
Borrowers  must  occupy  the  security  property  as  a 
principal  residence  and  cannot  concurrently  have  any 
ownership  interest  in  any  other  residential  dwelling. 
In  addition,  all  coborrowers  whose  names  appear  on 
the  mortgage  note  must  occupy  the  security  property 
as  their  principal  residence. 

Down  payment  options.  Three  down  payment 
options  are  available. 

1.  Regular  down  payment  option.  Minimum  down 
payment  required  under  this  option  is  5%  of  the 
sales  price  of  the  property.  Generally,  this  entire 
5%  must  come  from  the  borrower's  own  funds. 

2.  3/2  Option.  Minimum  down  payment  required 
under  this  option  is  5%  of  the  sales  price  of  the 
property.  However,  the  borrower  only  needs  to 
make  a  3%  down  payment  from  his  or  her  own 
funds.  The  remaining  2%  down  payment  may  be 
obtained  through  a  gift  from  a  relative;  a  gift, 
grant  or  unsecured  loan  from  a  nonprofit  orga- 
nization or  a  public  agency;  or  a  secured  loan 
from  a  public  agency. 

3.  Fannie  97.  Minimum  down  payment  required 
under  this  option  is  3%  of  the  sales  price  of  the 
property.  This  entire  3%  generally  must  come 
from  the  borrower's  own  funds.  However,  the 
borrower  may  pool  funds  with  a  relative  who 
lives  with  the  borrower. 

Homebuyer  Education  Requirement 

Fannie  Mae  requires  that  all  borrowers  who  obtain 
a  start-up  mortgage  or  who  use  the  3/2  Option  or 
the  Fannie  97  Down  Payment  Option  participate  in 
prepurchase  homebuyer  education  sessions.  These 
sessions  provide  information  on  selecting  a  home, 
obtaining  a  mortgage,  budgeting  to  meet  monthly 
costs,  and  maintaining  a  home.  This  requirement  may 
not  be  waived  unless  the  borrower 
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•  has  previously  owned  a  home; 

•  makes  at  least  a  5%  cash  down  payment  from  his 
or  her  own  funds  (and  does  not  rely  on  a  gift,  loan, 
or  grant  to  obtain  any  portion  of  the  down  pay- 
ment); and 

•  has  cash  reserves  after  closing  that  are  at  least 
equal  to  two  monthly  mortgage  payments. 

Education  sessions  generally  must  take  the  form 
of  face-to-face  tutorial  or  classroom  or  workshop  ses- 
sions and  may  be  conducted  by  a  member  of  the 
lender's  staff,  a  representative  of  a  mortgage  insur- 
ance company,  or  a  counselor  using  an  approach  and 
curriculum  acceptable  to  the  lender.  Lenders  that 
originate  either  a  Fannie  97  Mortgage  or  a  start-up 
mortgage  must  offer  early  delinquency  intervention 
counseling  to  the  borrower. 

Commercial  and  Investment 
Properties 

Financing  Sources 

Generally,  the  best  sources  for  financing  of  commer- 
cial properties  are  commercial  banks,  insurance  com- 
panies, and  pension  funds.  Private  investors  are  a 
good  source  for  smaller  properties  and  short-term 
loans.  Many  commercial  loans  are  placed  through 
loan  brokers  who  represent  insurance  companies, 
pension  funds,  and  other  lenders. 

Property  Qualification 

Lenders  require  a  positive  cash  flow,  expressed  as  a 
net  operating  income  to  annual  debt  service  ratio, 
to  qualify  commercial  properties.  The  ratio  is  typically 
stated  as  1:1,  1:3,  and  so  on.  A  1:3  ratio  means  the 
property  must  have  a  net  operating  income  of  $1.30 
for  each  $  1  of  debt  service.  Most  projects  are  expected 
to  have  a  ratio  between  1:1  and  1:5. 
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The  cash  down  payment  required  for  commercial 
property  can  range  from  20%  to  25%;  office  buildings, 
warehouses  and  shopping  centers  generally  require 
from  25%  to  35%.  For  unimproved  commercial  land, 
lenders  often  require  a  50%  down  payment 

The  quality  of  tenants  and  terms  and  safety  of 
leases  are  other  important  criteria.  Many  lenders 
require  65%  or  more  preleasing  prior  to  funding. 
Lenders  often  require  estoppel  certificates,  wherein 
tenants  state  the  amount  of  their  rent,  any  advance 
payments,  security  deposits,  and  any  defaults  or  mod- 
ifications of  their  leases. 

In  contrast  to  financing  of  residential  property, 
most  lenders  retain  commercial  loans  in  their  own 
portfolio.  For  that  reason,  they  are  not  only  more 
selective  in  the  projects  they  fund,  but  also  favor  par- 
ticular types  of  properties  in  accordance  with  the 
lender's  past  experience.  The  size  of  loan  is  another 
criterion  some  lenders  take  into  account.  A  lender 
may  fund  a  loan  of  $5  million  but  turn  down  one  of 
$800,000. 

The  term  of  most  commercial  loans  does  not 
exceed  10  years,  although  payments  may  be  amor- 
tized over  30  years  with  a  due  date  of  10  years  or 
less.  On  the  other  hand,  some  commercial  loans,  such 
as  insurance  company  loans,  may  have  a  high  pre- 
payment penalty  or  even  a  lock-in  clause  stating  that 
the  loan  cannot  be  prepaid  under  any  circumstances. 

Construction 

Construction  loans  are  interim  or  short-term  loans, 
normally  about  12  months,  at  interest  only.  Usually, 
a  sum  of  money  is  set  aside  in  a  special  account  for 
the  borrower,  who  may  be  a  builder,  developer,  or 
future  homeowner.  Money  is  drawn  out  in  install- 
ments as  needed  and  as  construction  progresses.  The 
monthly  interest  payment  is  calculated  on  the 
amount  of  funds  disbursed,  not  on  the  overall  amount 
of  the  loan.  With  this  type  of  financing  the  lender 
often  lends  up  to  90%  of  construction  cost,  provided 
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that  figure  does  not  exceed  75%  to  80%  of  the 
appraised  value.  At  the  end  of  the  construction 
period,  the  borrower  must  obtain  permanent  financ- 
ing, also  referred  to  as  a  take-out,  permanent,  or  con- 
struction-permanent loan. 


A-56     Financing 


FHA  FINANCING 

The  Federal  Housing  Administration  (FHA)  was  cre- 
ated by  Congress  in  1934  as  part  of  the  National 
Housing  Act. 

FHA,  a  division  of  HUD,  insures  mortgage  loans, 
secured  by  residential  property,  against  default  and 
foreclosure  and  compensates  approved  lending  insti- 
tutions for  losses  resulting  from  borrower  default. 

Loan  Underwriting 

Effective  March  1995,  FHA  underwriting  guidelines 
were  revised  as  follows  to  enhance  homebuying 
opportunities  for  a  substantial  number  of  U.S. 
families. 

•  Elimination  of  five-year  test  for  income  stability. 
The  number  of  years  for  which  income  is  reason- 
ably expected  to  continue  for  qualifying  purposes 
has  been  changed  from  five  years  to  three  years. 

•  Recognition  of  overtime  and  bonus  income. 
Overtime  and/or  bonus  income  received  for  less 
than  a  full  two  years  is  now  acceptable  when  the 
lender  determines  there  are  reasonable  prospects 
of  its  continuance. 

•  Recognition  of  part-time  income.  Part-time 
income,  defined  as  income  from  jobs  taken  in 
addition  to  the  normal,  regular  employment  to 
supplement  a  borrower's  income,  received  for 
less  than  two  years,  may  be  included  as  effective 
income,  provided  the  lender  determines  there  are 
strong  indications  of  its  continuance. 

•  Definition  of  long-term  obligations  extended 
from  six  to  ten  months.  Only  those  debts  extend- 
ing ten  or  more  months  need  to  be  included  in 
the  debt-to-income  ratios. 

•  Mortgage  credit  certificates  (MCCs).  Lenders 
may  now  consider  the  tax  credit  resulting  from 
MCCs  as  a  direct  reduction  in  housing  expense 
(Principal,  Interest,  Taxes,  Insurance,  or  PITI), 
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although  the  tax  credit  results  in  an  increase  in  the 
borrower's  net  monthly  income.  This  reduces  the  bor- 
rower's qualifying  ratios  and  increases  the  size  of  the 
mortgage. 

•  Elimination  of  child  care  as  recurring  debt  The 
cost  of  child  care  is  no  longer  considered  in  the 
computation  of  debt-to-income  ratios.  (Court- 
ordered  or  voluntary  child  support  payments 
must  continue  to  be  counted  as  recurring  debts.) 

•  Unnecessary  repair  requirements  on  FHA 
appraisals.  HUD  acknowledges  some  repair 
requirements  should  be  eliminated.  Lenders 
should  exercise  their  authority  to  delete  condi- 
tions that  have  little  or  nothing  to  do  with  the 
safety  or  soundness  of  the  property. 

Bridal  Registry  Savings  Accounts  for 
Down  Payment 

Effective  October  1996,  FHA  announced  an  initiative 
encouraging  couples  planning  to  get  married  to 
establish  a  bridal  registry  savings  account  in  order 
to  help  them  accumulate  the  down  payment  neces- 
sary for  purchasing  their  first  home  together.  This  ini- 
tiative formalizes  FHA's  policy  to  permit  cash  gifts 
to  be  used  as  an  acceptable  source  of  funds  for  down 
payment. 

Upon  request,  participating  lenders  would  set  up 
an  interest  bearing  account  with  a  financial  institu- 
tion in  the  borrower's  name.  The  lender  and  borrower 
must  certify  to  the  best  of  their  knowledge  that  the 
deposits  were  (1)  from  friends  who  do  not  have  a 
financial  interest  in  the  transaction,  and  (2)  not  from 
participants  (seller,  builder,  real  estate  agent,  etc.) 
with  a  financial  interest  in  the  transaction. 

Limitations  to  ARMs 

For  all  ARMs,  FHA  no  longer  permits  any  form  of  tem- 
porary interest  rate  buydown  from  any  source. 
[ML-98-01] 
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Documentation 

Credit  documents  must  not  be  more  than  120  days 
old  (180  days  for  proposed  construction)  at  the  time 
the  loan  closes.  Verification  forms  must  pass  directly 
between  lender  and  creditor  without  being  handled 
by  any  third  party.  Credit  documents  and  verification 
forms  include  the  following: 

•  Uniform  Residential  Loan  application  (HUD- 
92900-a) 

•  Nontraditional  Mortgage  Credit  Report.  To 
establish  a  credit  history  for  borrowers  who  do 
not  use  credit  or  whose  history  on  traditional 
reports  is  insufficient.  NMCRs  include  history  of 
verified  payments  for  rental  housing,  utilities, 
insurance  premiums,  payments  to  local  stores, 
medical  bills,  school  tuition,  child  care,  docu- 
mented debt  payments  to  individuals,  and  verifi- 
cations of  personal  property  tax  payments. 
NMCRs  have  been  available  by  credit  reporting 
repositories  since  January  1, 1996,  as  announced 
by  Fannie  Mae  7/1/95. 

•  Borrower's  Notification  and  Interest  Rate  Disclo- 
sure Statement  (HUD-92900-B) 

•  Mortgage  Credit  Analysis  Worksheet  (HUD- 
92900-WS)  and  Attachment  A  if  seller  financing 
concessions  are  involved 

•  Picture  identification  and  evidence  of  Social 
Security  number  for  each  borrower 

•  Residential  Mortgage  Credit  Report  on  all  bor- 
rowers who  will  be  obligated  on  the  note 

•  Verification  of  Employment  (VOE)  and  most 
recent  pay  stub  (In  lieu  of  VOE,  lenders  may 
choose  alternative  method.) 

•  Verification  of  Deposit  (VOD)  and  most  recent 
bank  statement.  (In  lieu  of  VOD,  lenders  may  use 
original  bank  statements  covering  most  recent 
three  months.) 

•  Federal  income  tax  returns  for  the  past  two  years 
for  commissioned  individuals.  For  self-employed 
borrowers,  both  individual  and  business  returns 
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with  all  applicable  schedules.  All  business  entities 
must  also  provide  profit  and  loss  statements  and 
evidence  of  quarterly  tax  payments. 

•  Purchase  (sales)  agreement  and  amendments  or 
other  agreements,  plus  certification  unless  the 
agreement  contains  a  clause  stating  that  the  doc- 
ument contains  the  entire  agreement  of  the  par- 
ties and  supersedes  all  prior  agreements  and 
representations  with  respect  to  the  property  not 
expressed  in  writing  in  the  agreement 

•  Verification  of  payment  history  of  previous  mort- 
gages, used  in  the  credit  report 

•  Uniform  Residential  Appraisal  Report  (URAR) 
and  Conditional  Commitment/DE  Statement  of 
Appraised  Value  (HUD-92800.5-B),  or  VA  Certif- 
icate of  Reasonable  Value  (CRV) 

Alternative  Documentation 

As  of  January  2,  1992,  FHA  may  accept  alternative 
documents  to  verify  employment  and  assets.  To  verify 
employment,  the  past  two  years  of  original  IRS  W-2 
forms  (meaning  any  copy  of  the  form  not  attached 
to  the  borrower's  income  tax  form)  along  with  orig- 
inal paycheck  stubs  for  the  most  recent  30-day  period 
may  be  used.  Income  must  be  computed  over  the  24- 
month  period  represented  by  the  W-2s. 

To  verify  assets,  original  bank  statements  for  the 
most  recent  three  months  may  be  used.  These  state- 
ments may  not  be  averaged. 

A  signed  copy  of  IRS  Form  4506,  Request  for 
Copy  of  Tax  Form,  must  be  submitted  on  all  loans. 
During  loan  processing,  the  tax  return  must  be 
reviewed  by  the  lender,  who  must  report  any  discrep- 
ancies between  that  and  documents  furnished  by  the 
borrower. 

The  new  procedures  are  intended  to  make  loan 
processing  faster  and  less  expensive.  Employment 
verifications  have  sometimes  been  slow  or  difficult  to 
obtain,  and  some  banks  are  now  charging  fees  to  ver- 
ify deposits. 
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Appraisal  Handbook  4150.2 
[ML  99-18  6/28/99] 

To  increase  the  accuracy  and  thoroughness  of  FHA 
appraisals  performed  as  part  of  the  homebuying  pro- 
cess, HUD  announced  the  Homebuyer  Protection  Plan 
for  FHA  insured  mortgages.  Part  of  this  plan  includes: 

•  revising  and  updating  the  nine-year  old  appraisal 
Handbook. 

•  revising  the  Valuation  Condition  (VC)  form; 

•  providing  a  new  disclosure  to  prospective  home- 
buyers  outlining  the  repair  conditions  for  the 
property  as  observed  by  the  appraiser; 

•  targeting  of  poorly  performing  appraisers  for 
quality  assurance  reviews;  and 

•  announcing  stronger  enforcement  actions 
against  poorly  performing  appraisers. 

New  and  Revised  Forms 

In  addition  to  the  revised  Uniform  Residential 
Appraisal  (URAR)  form  and  the  revised  Valuation 
Condition  (VC)  form,  the  appraiser  must  sign  and  pro- 
vide the  new  Homebuyer  Summary  to  the  Lender 
when  a  nonconformity  is  noted.  Borrowers  must  be 
in  receipt  of  this  Homebuyer  Summary  at  least  five 
(5)  business  days  prior  to  loan  closing  and  must  so 
indicate  on  the  form. 

The  Handbook  can  be  downloaded  from  the  inter- 
net at  www.hudclips.org.  Forms  can  be  downloaded 
ditwww.hudclips.org/sub_nonhud/html/forms.htm. 

Important  FHA  Consumer  Protection 
Notice 

The  new  form,  FOR  YOUR  PROTECTION:  GET  A 
HOME  INSPECTION,  informs  the  homebuyer  that: 

•  FHA  does  not  guarantee  the  value  or  condition 
of  the  property; 

•  an  appraisal  is  not  a  home  inspection;  and 

•  the  borrower  has  the  right  to  have  the  house 
inspected  by  a  professional  home  inspector. 
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The  revised  form  must  be  signed  on  or  before  the 
date  the  sales  contract  is  executed  (the  sales  contract 
must  be  reexecuted  if  necessary)  for  all  transactions 
that  will  involve  FHA  mortgage  insurance  on  existing 
property. 

Informed  Consumer  Choice 
Notice  [ML  99-23  7/22/99] 

Sec.  203(b)(2)  of  the  National  Housing  Act  was 
amended  to  include  requirements  for  an  "Informed 
Consumer  Choice"  disclosure,  effective  7/2/99,  to 
assist  borrowers  comparing  the  costs  of  an  FHA  loan 
versus  similar  conventional  loans.  This  disclosure 
must  be  given  to  prospective  borrowers  who  may 
qualify  for  both  FHA-insured  financing  and  a  conven- 
tional mortgage  product. 

The  following  model  disclosure  is  provided  by 
HUD: 

INFORMED  CONSUMER  CHOICE  NOTICE 

In  addition  to  an  FHA-insured  mortgage,  you  may 
also  qualify  for  other  mortgage  products  offered  by 
your  lender.  To  assure  that  you  are  aware  of  possible 
choices  in  financing,  your  lender  has  prepared  a  com- 
parison of  the  typical  costs  of  alternative  conventional 
mortgage  product(s)  below,  using  representative  loan 
amounts  and  costs  (the  actual  loan  amounts  and  asso- 
ciated costs  shown  below  will  vary  from  your  own 
mortgage  loan  transaction).  You  should  study  the 
comparison  carefully,  ask  questions,  and  determine 
which  product  is  best  for  you.  The  information  pro- 
vided below  was  prepared  as  of  [month  and  year]. 
Neither  your  lender  nor  FHA  warrants  that  you 
actually  qualify  for  any  mortgage  loan  offered  by  your 
lender.  This  disclosure  is  not  a  contract  and  does 
not  constitute  loan  approval.  Actual  mortgage 
approval  can  only  be  made  following  a  full  underwrit- 
ing analysis  by  your  mortgage  lender. 
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Although  the  lender  may  provide  its  own  format, 
HUD  requires  that  the  following  ten  line  items  appear 
in  the  lender's  disclosure: 

1.  Sales  price 

2.  Mortgage  amount 

3.  Closing  costs 

4.  Downpayment  needed 

5.  Interest  rate  and  term  of  loan  in  years 

6.  Monthly  payment  (principal  and  interest  only) 

7.  Loan-to-value 

8.  Monthly  mortgage  insurance  premium  (first  year) 

9.  Maximum  number  of  years  of  monthly  insurance 
premium  payments 

10.  Up-front  mortgage  insurance  premium  (if  appli- 
cable) 

FHA  Mortgage  Insurance  Premium  Information 

If  you  paid  an  up-front  mortgage  insurance  premium, 
you  will  also  be  charged  a  monthly  mortgage  insur- 
ance premium  for  the  period  shown  below,  based  on 
the  initial  loan-to-value  and  term  of  your  mortgage. 
You  are  required  to  make  those  payments  on  your 
FHA-insured  loan  for  the  time  shown  unless  you  refi- 
nance or  the  mortgage  is  otherwise  paid  in  full.  (If 
you  were  not  charged  an  up-front  premium,  as  for 
example  on  condominiums,  you  will  pay  the  monthly 
premium  for  the  life  of  the  mortgage.) 


If  the  term  of  your  mortgage  will  be  greater 

than  15  years,  with  a  loan-to-value  of: 
You  will  mortgage  insurance  payments  for: 


If  the  terms  of  your  mortgage  will  be  15  years 
or  less,  with  a  loan-to-value  ratio  of:  

You  will  make  mortgage  insurance  premium 
payments  for:  

Maximum  Loan  Amounts 

Under  most  FHA  programs,  the  maximum  insurable 
loan  is  the  lesser  of  (1)  the  statutory  loan  limit  for  the 
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geographical  area;  (2)  the  applicable  loan-to-value  ratio; 
and  (3)  the  applicable  loan-to-appraised-value  limit. 

Statutory  Loan  Limits 

FHA  mortgage  limits,  indexed  to  annual  Fannie 
Mae/Freddie  Mac,  have  been  increased  as  follows, 
effective  January  1,  2004.  Base  limits  (floors)  are 
indexed  at  48%  and  limits  for  high  cost  areas  (ceil- 
ings) at  87%  of  the  Fannie  Mae/Freddie  Mac  limits. 

Freddie  Mac  Loan  Limits  for  2004 

1-unit  properties  $333,700 

2-unit  properties  427,150 

3-unit  properties  516,300 

4-unit  properties  641,650 

FHA  Base  Limits  (48%  of  Freddie  Mac) 

1-unit  properties  $160,176 

2-unit  properties  205,032 

3-unit  properties  247,824 

4-unit  properties  307,992 

FHA  Limits  for  High-Cost  Areas  (87%  of  Freddie  Mac) 
1-unit  properties  $290,319 

2-unit  properties  371,621 

3-unit  properties  449,181 

4-unit  properties  558,236 

FHA  Ceilings  for  Alaska,  Guam,  Hawaii,  and  the 

Virgin  Islands  (150%  of  Freddie  Mac) 
1-unit  properties  $500,550 

2-unit  properties  640,725 

3-unit  properties  774,450 

4-unit  properties  962,475 

Maximum  Mortgage 
Calculation 
[ML-98-29  10/22/98] 

Under  legislation  enacted  October  1998  the  maximum 
FHA  mortgage  amount  is  the  property's  Sales  Price 
(or  Appraised  Value,  if  less)  exclusive  of  any  borrower- 
paid  closing  costs,  multiplied  by  the  applicable  Maxi- 
mum Loan-to-Value  Percentage  (see  below).  The  bor- 
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rower  must  make  a  cash  investment  of  at  least 
3  percent,  which  may  include  closing  costs.  This 
means  that  closing  costs  no  longer  diminish  the  max- 
imum mortgage  needed  to  qualify  borrowers,  yet  helps 
satisfy  the  low  3  percent  minimum  cash  investment. 

Sellers  may  continue  to  provide  financing  con- 
cessions of  up  to  6  percent  of  the  sales  price  (or  value, 
if  less).  Financing  concessions  in  excess  of  6  percent, 
as  well  as  other  inducements  to  purchase,  must  be 
subtracted  from  the  sales  price  before  applying  the 
appropriate  Loan-to-Value  percentage. 

Seller-paid  financing  concessions  include  clos- 
ing costs,  discount  points,  interest  rate  buydowns, 
UFMIP.  Other  sales  concessions  may  include  prepaid 
items  (tax,  insurance,  association  dues),  personal 
property,  buyer-broker  fees,  moving  expenses,  deco- 
rating expenses,  and  other  inducements  to  purchase. 

Maximum  Loan-to-Value  Percentages 

Loan-to-Value  Ratios  are  applied  to  the  lower  sum  of 
the  allowable  percentage  of  closing  costs  plus:  (a)  the 
appraised  value,  or  (b)  the  sales  price  minus  seller- 
paid  closing  costs.  In  no  event  may  the  mortgage 
exceed  97.75%  of  the  appraiser's  estimate  of  value, 
or  98.75%  if  the  appraised  value  is  $50,000  or  less. 

Low  Closing  Cost  States* 
98.75%:    For  properties  with  values/sales  prices 

equal  to  or  less  than  $50,000 
97.65%:    For  properties  with  values/sales  prices  in 

excess  of  $50,000  up  to  $125,000 
97.15%:    For  properties  with  values/sales  prices  in 

excess  of  $125,000 

High  Closing  Cost  States** 
98.75%:    For  properties  with  values/sales  prices 

equal  to  or  less  than  $50,000 
97.75%:    For  properties  with  values/sales  prices  in 

excess  of  $50,000 
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*Low  Closing  Cost  States:  AZ,  CA,  CO,  GU,  ID,  IL, 
IN,  NM,  NV,  OR,  UT,  VI,  WA,  WI,  WY 

**High  Closing  Cost  States:  AL,  AK,  AR,  CT,  DC,  DE, 
FL,  GA,  HI,  IA,  KS,  KY,  LA,  MA,  MD,  ME,  MI,  MO, 
MN,  MS,  MT,  NC,  ND,  NE,  NH,  NJ,  NY,  OH,  OK,  PA, 
PR,  RI,  SC,  SD,  TN,  TX,  VA,  VT,  WV 

Mortgage  Calculation  Examples 

1.  The  property  sold  for  and  is  appraised  at 
$100,000.  The  homebuyer  is  paying  $1,000  in 
closing  costs.  It  is  located  in  a  high  closing  cost 
state. 

The  maximum  mortgage  is  first  calculated 
at  $97,750  ($100,000  x  97.75%),  and  the  bor- 
rower must  have  at  least  3  percent  cash  into 
the  property  (excluding  prepaid  expenses 
totaling  $3,000). 

The  acquisition  cost  to  the  borrower  is 
$101,000  with  a  maximum  mortgage  of  $97,750, 
yielding  $3,250  cash  investment,  exclusive  of  pre- 
paid expenses.  Because  the  $3,250  represents  at 
least  3  percent  of  the  sales  price,  no  further 
mortgage  amount  calculation  is  necessary. 

2.  The  property  sold  for  and  is  appraised  at 
$100, 000.  Closing  costs  are  being  paid  partially 
by  the  seller  with  the  remaining  costs  paid 
through  premium  pricing.  The  property  is 
located  in  a  state  with  high  average  closing  costs. 

The  maximum  mortgage  calculation  applied 
solely  to  the  sales  price/appraised  value  gener- 
ates a  maximum  mortgage  amount  of  $97,750. 
However,  this  would  yield  a  cash  investment  of 
only  $2,250  ($100,000  minus  $97,750),  or  $750 
less  than  the  3  percent  of  the  $100,000  sales 
price  that  is  required.  Therefore,  the  actual  max- 
imum mortgage  must  be  reduced  to  $97,000  to 
ensure  that  at  least  $3,000  exclusive  of  prepaid 
expenses  is  invested  into  the  property.  The 
required  investment  must  be  from  the  bor- 
rower's own  funds,  a  bona  fide  gift,  a  loan  from 
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a  family  member,  or  from  a  governmental 
agency  or  instrumentality;  it  may  not  come  from 
premium  pricing,  loans  from  other  sources,  the 
seller,  builder,  etc. 
3.  The  property  sold  for  $100,000  and  was 
appraised  for  $103,250.  The  buyer  is  paying 
$2, 000  in  closing  costs,  but  the  seller  has  offered 
a  "decorating  allowance"  of  $1,000.  The  prop- 
erty is  located  in  a  high  closing  cost  state. 

Decorating  allowances  and  other  induce- 
ments to  purchase,  as  described  in  the 
mortgage  credit  analysis  handbook,  as  well  as 
sales  concessions  exceeding  6  percent,  must 
be  subtracted  from  the  lesser  of  sales  price  or 
value  in  calculating  the  maximum  mortgage 
amount  In  this  case,  the  mortgage  basis  is 
determined  to  be  $99,000  ($100,000  minus 
the  $1,000  allowance).  That  amount  is  then 
multiplied  by  the  maximum  LTV  factor  of 
97.75  percent,  yielding  a  mortgage  of  $96,773. 
The  inducement  results  in  an  additional  cash 
investment  requirement. 

Explanations  of  Terminology 
in  Following  Worksheet 

•  Line  10c  Unadjusted  Acquisition:  This  reflects 
the  amount  the  buyer  has  agreed  to  pay  for  the 
property  as  well  as  any  closing  costs  to  be  paid 
by  borrower.  It  will  not  reflect  any  reductions  for 
excess  seller  contributions  or  inducements  to 
purchase. 

•  Line  lOd  Statutory  Investment  Requirement: 
Under  nearly  all  FHA  single  family  programs,  the 
minimum  cash  investment  is  3  percent  of  the 
property's  sales  price  or  appraised  value,  which- 
ever is  less. 

•  Line  lib  Required  Adjustments:  This  would 
include  additions  such  as  financeable  repairs  and 
improvements,  energy-related  weatherization  items, 
and  solar  energy  systems,  as  well  as  subtractions 
including  sales  concessions  in  excess  of  six  percent 
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Mortgage  Analysis  Credit  Worksheet 
(partial  reproduction  of  form  HUD-92900-PUR) 


10.  Statutory  Investment  Requirements 

a.  Contract  Sales  Price 

b.  Borrower- Paid  Closing  Costs  (from  5c) 

c.  Unadjusted  Acquisition  (10a  +  10b) 

d.  Statutory  Investment  Requirement  (10a  x  0.03) 

11.  Maximum  Mortgage  Calculation 

a.  Lesser  of  Sales  Price  (10a)  or  Value  (from  4) 

b.  Required  Adjustments  (+  /-) 

c.  Mortgage  Basis  (1 1  a  +  1 1  b) 

d.  Mort  Amt.  (1 1c  x  LTV  Factor         %  or  Less) 

12.  Cash  Investment  Requirements 

a.  Minimum  Down  Payment  (10c-11d) 
(This  amount  must  equal  or  exceed  10d) 

b.  Prepaid  Expenses 

c.  Discount  Points 

d.  Repairs/Improvements  (Non-Financeable) 

e.  Upfront  MIP  Paid  in  Cash 

f.  Non-Realty  and  Other  Items 

g.  Total  Cash  to  Close  (Sum  of  12a  thru  12f) 

h.  Amount  Paid  (Earnest  Money,  etc.) 

i.  Amount  of  Gift  Funds  (Source                          ) 

j.  Assets  Available 

k.  2nd  Mort  (if  applicable)  (Source                         ) 

I.  Cash  Reserves  (Sum  12h  thru  12k,  minus  12g) 

percent  of  the  sales  price,  inducements  to  pur- 
chase, personal  property  items,  etc.,  all  per  HUD 
Handbook  4155.1.  It  may  also  include  closing 
costs  on  Sec.203(h)  loans  for  disaster  victims. 
Line  lid  Mortgage  Amount:  This  reflects  the 
mortgage  basis  multipled  by  the  maximum  appli- 
cable loan-to-value  percentage,  which  is  to  be  indi- 
cated. If  the  borrower  elects  to  put  down 
additional  down  payment,  the  reduced  amount  of 
the  mortgage  is  to  be  shown.  Similarly,  this 
amount  may  not  exceed  the  statutory  limit  for  the 
area  where  the  property  is  located. 
Line  12a  Minimum  Down  Payment:  The  actual 
mortgage  amount  (Line  lid)  is  subtracted  from 
the  borrower's  cost  to  acquire  (Line  10c).  If  this 
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yields  an  amount  lower  than  that  of  Line  lOd,  the 
mortgage  amount  must  be  reduced  accordingly. 

•  Line  12g  Total  Cash  to  Close:  This  is  the  total 
amount  needed  to  close  the  transaction. 

•  Line  12h  Amount  Paid:  This  would  include  any 
earnest  money  on  the  sale,  as  well  as  any  fee,  such 
as  appraisal  and  credit  report  fees,  collected  at 
loan  application. 

•  Line  1 2i  Amount  of  Gift  Funds:  Show  total  funds 
and  source  (e.g.,  family  member,  governmental 
unit,  nonprofit,  etc.). 

•  Line  12j  Assets  Available:  This  includes  the  bor- 
rower's verified  assets,  such  as  savings  accounts, 
etc. 

•  Line  12k  2nd  Mortgage:  If  a  second  mortgage  will 
be  placed  on  the  property,  indicate  the  amount  as 
well  as  the  source  of  the  funds  (e.g.,  family  mem- 
ber, government  unit,  nonprofit,  etc.). 

•  Line  121  Cash  Reserves:  This  is  to  reflect  the 
amount  of  available  cash  or  equivalent  available  to 
the  borrower  following  the  mortgage  loan  closing. 

Secondary  Financing  From 
Family  Members 

Effective  10/23/96,  FHA  permits  family  members 
(children,  parents,  grandparents  of  the  borrower,  or 
the  borrower's  spouse,  including  legally  adopted  chil- 
dren and  foster  children)  to  lend  on  a  secured  or  unse- 
cured basis  100%  of  the  homebuyer's  required  cash 
investment,  which  may  include  the  down  payment, 
closing  costs,  prepaid  expenses,  and  discount  points. 

Requirements 

The  combined  amount  of  financing  may  not  exceed 
10%  of  the  lesser  of  the  property's  value  or  sales  price, 
plus  normal  closing  costs,  prepaid  expenses,  and  dis- 
count points. 

If  periodic  payments  of  the  secondary  financing  are 
required,  the  combined  payments  may  not  exceed  the 
borrower's  reasonable  ability  to  pay.  The  secondary 
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financing  payments  are  to  be  included  in  the  total  debt 
payment-to-income  ratio  for  qualifying  purposes. 

The  second  lien  may  not  provide  for  balloon  pay- 
ment within  five  years  from  the  date  of  execution. 

If  the  family  member  providing  the  secondary 
financing  borrows  those  funds,  the  source  may  not 
be  any  entity  with  an  identity-of-interest  in  the  sale 
of  the  property,  including  the  seller,  builder,  loan 
officer,  or  real  estate  agent. 

An  executed  copy  of  the  document  outlining  the 
terms  of  the  secondary  financing  must  be  maintained 
in  the  lender's  file. 

Qualifying  Ratios 

Two  ratios  are  used  to  determine  whether  the  bor- 
rower can  reasonably  be  expected  to  meet  the 
expenses  involved  in  home  ownership  and  otherwise 
provide  for  the  family: 

1.  Mortgage  payment  expense  =  maximum  29%  of 
gross  effective  income 

2.  Total  fixed  payments  =  maximum  41%  of  gross 
effective  income 

Mortgage  payment  expense  means  the  monthly 
payment  for  principal,  interest,  hazard  insurance,  real 
estate  taxes,  one  twelfth  of  the  annual  MIP,  any  own- 
ers' association  fees,  and  payments  for  any  acceptable 
secondary  financing. 

Total  fixed  payments  means  the  sum  of  (1)  mort- 
gage payment  expense  and  (2)  monthly  recurring 
obligations  on  installment  loans  and  revolving  charge 
accounts  extending  beyond  ten  months,  substantial 
monthly  payments  ($200  or  more)  extending  for  less 
than  six  months,  real  estate  loans,  alimony,  child  sup- 
port, spousal  maintenance,  and  payments  on  all  other 
debts  of  a  continuing  nature. 

Gross  effective  income  is  the  applicant's  monthly 
gross  income  from  all  sources  that  can  be  expected 
to  continue  for  the  first  five  years  of  the  loan  term. 
Effective  income  includes  salary,  bonuses,  commis- 
sions, overtime  pay,  interest,  rent,  and  other  verified 
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income.  Any  income  other  than  the  principal  salary 
must  be  supported  with  a  two-year  verified  history. 
If  the  borrower  has  changed  employment  within  the 
last  two  years,  both  present  and  previous  jobs  must 
be  verified.  For  salaried  borrowers,  lenders  must 
obtain  two  years'  original  W-2  forms  and  pay  stubs 
(photocopies  are  not  acceptable). 

Energy  efficient  homes  (EEH)  when  purchased 
or  refinanced  are  allowed  both  ratios  to  be  exceeded 
by  up  to  2  percent.  The  local  HUD  office  determines 
if  a  property  qualifies  for  the  EEH  designation. 

Condominium  fees  with  proper  documentation, 
such  as  that  available  from  the  utility  company,  are 
allowed  that  portion  of  the  condominium  fee  clearly 
attributable  to  utilities  to  be  subtracted  from  the 
mortgage  payment  before  computing  ratios. 

Compensating  Factors 

Ratios  in  excess  of  the  above  may  be  acceptable  if  sig- 
nificant compensating  factors  are  presented.  Typi- 
cally, for  borrowers  with  limited  recurring  expense, 
greater  latitude  is  permissible  on  the  mortgage  pay- 
ment ratio  than  on  the  total  fixed  payment  ratio.  The 
compensating  factors  include  the  following  situations: 

•  The  borrower  makes  a  large  down  payment 
toward  the  purchase  of  the  property  (at  least 
10  percent). 

•  The  borrower  has  demonstrated  a  conservative 
attitude  toward  the  use  of  credit  and  an  ability  to 
accumulate  savings. 

•  Previous  credit  history  shows  that  the  borrower 
has  the  ability  to  devote  a  greater  portion  of 
income  to  housing  expenses. 

•  The  borrower  receives  compensation  of  income 
not  reflected  in  effective  income,  but  directly 
affecting  the  ability  to  pay  the  mortgage. 

•  There  is  only  a  small  increase  (10  percent  or  less) 
in  the  borrower's  housing  expense. 

•  The  borrower  has  substantial  nontaxable  income. 
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•  The  borrower  has  potential  for  increased  earn- 
ings as  indicated  by  job  training  or  education  in 
the  borrower's  profession. 

Example  of  Qualifying  a  Buyer  for 
FHA  Financing 

Sandra  Johnson  wants  to  buy  a  home.  Her  gross  effec- 
tive income  is  $5,000.  She  has  monthly  recurring  obli- 
gations of  $800.  Calculate  the  maximum  monthly 
mortgage  payment  expense  for  which  she  can  qualify. 

Gross  effective  income  $5,000 

xO.29 
Max.  mortgage  payment  expense  $1,450  (Ratio  1) 

Gross  effective  income  $5,000 

xO.41 
Max.  total  fixed  payments  $2,050 

Recurring  obligations  -  800 

Max.  mortgage  payment  expense  $1,250  (Ratio  2) 

The  maximum  monthly  mortgage  payment 
expense  Ms.  Johnson  qualifies  for  is  $1,250  (the  lower 
of  Ratio  1  or  Ratio  2). 

Mortgage  Insurance 
Premiums  (MIP) 

The  following  is  an  excerpt  of  a  HUD  model  disclo- 
sure notice  that  provides  a  good  perspective  of  the 
underlying  subject  matter. 

Informed  Consumer  Choice  Disclosure 
Notice  (ML  00-46) 

In  addition  to  an  FHA-insured  mortgage,  you  may 
also  qualify  for  other  mortgage  products  offered  by 
your  lender.  To  assure  that  you  are  aware  of  possible 
choices  in  financing,  your  lender  has  prepared  com- 
parison of  the  typical  costs  of  alternative  conven- 
tional mortgage  product(s)  below,  using  represent- 
ative loan  amounts  and  costs  (the  actual  loan 
amounts  and  associated  costs  shown  below  will  vary 
from  your  own  mortgage  loan  transaction).  You 
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should  study  the  comparison  carefully,  ask  questions, 
and  determine  which  product  is  best  for  you.  This 
notice  is  provided  to  identify  the  key  differences 
between  these  mortgage  products  offered  by  your 
lender.  Actual  mortgage  approval  can  only  be  made 
following  a  full  underwriting  analysis  by  your  lender. 


FHA  203(b) 

Conventional 

Fixed  Rate 

97%  with  MI 

Sales  Price 

$100,000 

$100,000 

Mortgage  Amount 

$  97,750 

($99,216 

withUFMIP) 

$97,000 

Closing  Costs 

$2,000 

$2,000 

Down  Payment  Needed 

$4,250 

$5,000 

Interest  Rate 

7% 

7% 

Term  of  Loan 

30  years 

30  years 

P&I  Per  Month 

$660 

$645 

FHA  203(b) 

Conventional 

Fixed  Rate 

97%  with  MI 

LTV 

97.75% 

7% 

First  Year  MIP 

Per  Month 

$39.94: 

$76.63 

Maximum  Years  of  MIP 

Payments 

14  years 

13  years 

UFMIP  (if  applicable) 

$1,4662 

N/A  (included 
in  above  mort- 
gage amount 

Monthly  mortgage  insurance  premiums  are  calculated  on  the 

average  annual  premium  balance,  i.e.,  as  the  amount  you  owe  on 

the  loan  decreases  each  year,  so  does  the  amount  of  the  monthly 

premium. 

Based  on  an  up-front  mortgage  insurance  premium  rate  of  1.5%. 
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Discount  Points 

Restrictions  regarding  discount  points  paid  by  the 
borrower  were  removed  as  of  November  30,  1983. 
The  1%  loan  origination  fee  was  not  affected. 

Interest  Rates 

Since  November  30,  1983,  FHA  interest  rates  have 
been  free  from  HUD  control,  except  for  Section  235 
loans. 

The  interest  rate  on  a  fixed  rate  FHA  loan  is  not 
raised  after  an  assumption. 

Maximum  Loan  Term 

The  maximum  term  for  most  FHA-insured  mortgages 
is  30  years. 

Monthly  Payments 

Under  FHA  financing,  it  is  the  lender's  responsibility 
to  ascertain  that  property  taxes  and  hazard  insurance 
premiums  are  paid  when  due.  Lenders,  therefore, 
insist  that  the  monthly  payments  include  proportion- 
ate amounts  for  taxes  and  insurance. 

Escrow  Account 

Under  FHA  financing  the  lender  is  required  to  main- 
tain an  escrow  account  from  which  to  pay  property 
taxes,  hazard  insurance,  and  Mortgage  Insurance 
Premiums  (MIPs).  HUD  has  established  guidelines 
for  lenders  to  compute  escrow  charges,  which 
became  mandatory  October  27, 1997.  Under  the  new 
rules,  lenders  can  require  monthly  escrow  contribu- 
tions equal  to  Vn  of  the  annual  property  taxes,  hazard 
insurance,  and  homeowners'  association  dues.  The 
lender  may  add  a  cushion  equal  to  two  months'  worth 
of  escrow  charges. 

Prepayment 

There  is  no  penalty  for  full  or  partial  prepayment  of 
FHA  loans  insured  on  or  after  August  2,  1985.  How- 
ever, FHA  loans  provide  for  collection  of  interest  to 
the  first  of  the  month  following  payment  in  full. 
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NOTE:  If  an  FHA  loan  is  paid  off  early,  the  bor- 
rower may  be  entitled  to  a  refund  of  part  of  the  up- 
front mortgage  insurance  premium  (UFMIP). 

Refinancing 

Refinancing  is  permitted  for  the  purpose  of  retiring 
existing  liens,  making  repairs  and  improvements  to 
the  property,  obtaining  a  reduction  in  interest 
rates,  paying  off  a  mortgage  subject  to  a  balloon 
payment,  paying  a  divorced  spouse  as  a  result  of  a 
court-ordered  property  settlement,  paying  heirs  to 
settle  an  estate,  or  obtaining  cash  to  finance  family 
related  expenditures,  such  as  a  college  education. 

Streamline  refinances  are  designed  to  reduce 
interest  on  a  current  FHA  mortgage  and  may  not 
include  cashback  to  the  borrower. 

Cashback  refinances  are  permitted  for  owner- 
occupied  principal  residences  owned  more  than  one 
year,  and  are  limited  to  85%  of  appraised  value  plus 
closing  costs. 

NOTE:  If  an  FHA  loan  is  refinanced,  the  borrower 
may  be  entitled  to  a  refund  of  part  of  the  up-front 
mortgage  insurance  premium  (UFMIP). 

Open-End  Clause 

An  FHA  home  loan  may  contain  an  open-end  clause 
by  which  the  outstanding  balance  may  be  increased 
by  amounts  advanced  to  the  borrower  for  improve- 
ments, alterations  or  repairs  to  the  property.  Such 
advances  may  not  increase  the  outstanding  balance 
to  an  amount  greater  than  the  original  loan  amount 
unless  they  are  used  to  add  rooms  or  other  enclosed 
space  to  the  dwelling.  For  the  loan  increase,  monthly 
payments  can  be  raised  or  the  term  can  be  extended. 
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Assumptions 

Loans  Originated  Prior  to 
December  1,  1986 

FHA  loans  originated  prior  to  December  1, 1986,  are 
freely  assumable,  which  means  a  buyer  can  title  sub- 
ject to  the  mortgage  without  the  lender's  approval, 
in  which  case  the  seller  remains  liable  for  repayment 
of  the  mortgage  debt. 

Assumptions  with  release  of  liability  are  granted 
only  if  the  assumptor  is  creditworthy  and  willing  to 
execute  an  agreement  to  assume  and  pay  the  mort- 
gage debt. 

Loans  Originated  Between  December  1, 
1986,  and  December  15,  1989 

Some  FHA  mortgages  executed  during  this  period 
contain  language  that  is  not  enforced  due  to  later 
congressional  action,  and  such  loans  are  now  freely 
assumable  despite  any  restrictions  stated  in  the 
mortgage. 

Restrictions  of  the  HUD 
Reform  Act  of  1989 

FHA  loans  originated  after  December  15, 1989,  con- 
tain due-on-sale  clauses,  which  means  they  can  only 
be  assumed  by  an  owner-occupant  buyer  found  cred- 
itworthy who  executes  an  agreement  to  assume  and 
pay  the  mortgage  debt.  Lenders  may  not  refuse 
release  of  liability  if  an  acceptable  borrower  assumes 
the  loan.  The  due-on-sale  clause  is  triggered  when- 
ever an  owner's  name  is  deleted  from  title,  except 
when  that  party's  interest  is  transferred  by  devise, 
descent,  or  in  other  circumstances  when  transfer  may 
not  legally  lead  to  acceleration  of  the  mortgage  debt. 

Any  Mortgage  Originated  Before  January  27, 199 1 

If  the  original  borrower  is  an  owner-occupant  and  the 
assumptor  is  purchasing  the  property  as  a  second 
home,  the  seller  may  obtain  release  of  liability  only 
if  the  remaining  balance  is  paid  down  to  85%  LTV. 
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Allowable  Assumption  Charges 

•  A  maximum  of  $500,  plus  cost  of  credit  report, 
based  on  the  lender's  actual  costs.  Half  of  the  fee 
must  be  refunded  if  the  borrower  is  found  cred- 
itworthy, but  settlement  does  not  occur  for  rea- 
sons beyond  the  borrower's  control. 

•  Nonrefundable  fees  or  charges  for  credit  reports 
and  VOEs  or  VODs,  which  are  collected  by  the 
lender. 

•  Closing  fees,  such  as  document  preparation  fees, 
attorney  fees,  recording  fees,  and  so  forth. 

Buyer  Protection  Clauses 

Amendatory  Clause 

The  following  amendatory  clause  must  be  part  of  the 
purchase  agreement  unless  the  borrower  has  been 
informed  of  the  appraised  value  prior  to  signing  the 
agreement. 

It  is  expressly  agreed  that  notwithstanding  any  other 
provisions  of  this  contract,  the  purchaser  shall  not  be 
obligated  to  complete  the  purchase  of  the  property 
described  herein  or  to  incur  any  penalty  by  forfeiture 
of  earnest  money  deposits  or  otherwise  unless  the 
purchaser  has  been  given,  in  accordance  with  HUD/ 
FHA  or  VA  requirements,  a  written  statement  by  the 
Federal  Housing  Commissioner,  VA  or  a  direct  en- 
dorsement lender,  setting  forth  the  appraised  value  of 
the  property  of  not  less  than  $[ ].  The  pur- 
chaser shall  have  the  privilege  and  option  of  proceed- 
ing with  consummation  of  the  contract  without  regard 
to  the  amount  of  the  appraised  valuation.  The  ap- 
praised valuation  is  arrived  at  to  determine  the  maxi- 
mum mortgage  the  Department  of  Housing  and 
Urban  Development  will  insure.  HUD  does  not  war- 
rant the  value  nor  the  condition  of  the  property.  The 
purchaser  should  satisfy  himself  or  herself  that  the 
price  and  condition  of  the  property  are  acceptable. 

Importance  of  Home  Inspections 

Since  December  6, 1996,  the  EPA  pamphlet  "Protect 
Your  Family  From  Lead  in  Your  Home"  has  become 
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the  official  lead-based  paint  disclosure  in  conjunction 
with  FHA  loans.  That  disclosure  is  the  responsibility 
of  the  owner  selling  or  renting  the  property. 

In  addition,  FHA  has  developed  the  following 
form  to  be  signed  and  dated  by  the  borrower(s)  on 
or  before  the  date  that  the  sales  contract  is  executed, 
for  all  transactions  involving  FHA  mortgage  insur- 
ance on  existing  property. 

IMPORTANCE  OF  HOME  INSPECTIONS 

While  FHA  requires  the  lender  to  have  an  appraiser 
determine  the  value  of  the  property,  it  is  an  estimate 
only  and  is  used  to  determine  the  amount  of  mortgage 
FHA  will  insure  and  if  the  condition  of  the  property 
makes  it  eligible  for  FHA  mortgage  insurance.  It  is 
not,  however,  a  guarantee  that  the  property  is  free  of 
defects. 

As  the  purchaser,  YOU  should  carefully  examine  the 
property  or  have  it  inspected  by  a  qualified  home  in- 
spection company  to  make  sure  that  the  condition  is 
acceptable  to  you.  You  should  do  this  before  you  sign 
the  sales  contract  or  make  the  contact  contingent  on 
the  inspection.  If  repairs  are  needed,  you  may  nego- 
tiate with  the  owner  about  having  the  faults  corrected. 

There  is  no  requirement  that  you  hire  an  inspector.  If 
you  choose  to,  the  cost  of  the  inspection  up  to  $200 
may  be  included  in  your  mortgage  loan.  Names  of 
home  inspection  companies  can  be  found  in  the  yel- 
low pages  of  your  telephone  directory  under  the 
heading  "Home  Inspection  Services. " 

I/We  have  carefully  read  this  notice  and  fully  under- 
stand that  FHA  will  not  perform  a  home  inspection  nor 
guarantee  the  price  or  condition  of  the  property  we 
are  purchasing. 

I/We  choose  to  have  a  home  inspection  per- 


formed. 

I/We  do  not  choose  to  have  a  home  inspection 

performed. 

Borrower Date 

Coborrower Date 
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Energy  Efficient  Mortgages 

These  provide  mortgage  insurance  for  a  person 
to  purchase  or  refinance  a  principal  residence  and 
incorporate  the  cost  of  energy  efficient  improvements 
into  the  mortgage. 

Eligibility  Requirements 

•  Eligible  properties  are  one  to  two-unit  existing 
and  new  construction. 

•  The  cost  of  the  energy-efficient  improvements  eli- 
gible for  financing  into  the  mortgage  is  the 
greater  of  5%  of  the  property's  value  (not  to 
exceed  $8,000)  or  $4,000. 

•  The  total  cost  of  the  improvements  must  be  less 
than  the  total  present  value  of  the  energy  saved 
over  the  useful  life  of  the  energy  improvement 

•  The  cost  of  the  energy  improvements  and  esti- 
mate of  the  energy  savings  must  be  determined 
by  a  home  energy  rating  system  (HERS)  or  energy 
consultant. 

The  maximum  mortgage  amount  for  a  single-fam- 
ily unit  is  $155,250,  plus  the  cost  of  the  eligible 
energy  efficient  improvements.  Lesser  limits  may  be 
applicable  in  some  areas. 

Copies  of  HUD  Rehabilitation  Energy  Guidelines 
for  One  to  Four-Family  Dwellings  are  available  for 
purchase  from  HUD  USER,  P.O.  Box  23286,  Wash- 
ington, DC  20026-3268;  1-800-245-2691;  TDD:  1-800- 
927-7589;  Fax  1-202-708-9981;  www.huduser.org 

FHA  Loan  Programs 

Section  203(b)  Fixed  Rate  One  to  Four- 
Family  Dwellings 

The  objective  of  Section  203(b)  is  to  finance  the  acqui- 
sition or  the  refinance  of  one  to  four-family  units  for 
owner-occupants.  203(b)  loans  are  available  for  (1) 
new  construction  approved  by  and  built  under  FHA 
or  VA  inspection,  (2)  new  construction  not  built 
under  FHA/VA  inspection  but  with  a  ten-year  home- 
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owner's  warranty  and  (3)  existing  construction  more 
than  one  year  old. 

Section  203(b)(2)  FHA  Loans  to  Veterans 

The  objective  of  Section  203(b)(2)  is  to  finance,  at  spe- 
cial low  cash  requirements,  the  acquisition  or  refinance 
of  single-family  units  for  owner-occupant  veterans. 
This  FHA  program  supplements  (but  does  not 
supplant)  the  entitlement  programs  offered  by  the 
Department  of  Veterans  Affairs  (VA). 

Loan-to-Value  Ratio  (LTV) 

The  maximum  LTV  is  100%  of  the  first  $25,000,  plus 
95%  of  the  amount  between  $25,000  and  $125,000, 
and  90%  of  the  amount  above  $125,000  of  appraised 
value  (or  sales  price,  whichever  is  less),  plus  allowable 
closing  costs. 

The  minimum  cash  investment  is  $750  less  for 
veterans  than  for  regular  203(b)  borrowers  of  prop- 
erties in  excess  of  $50,000. 

Eligibility  Requirements 

To  be  eligible  for  an  FHA  203(b)(2)  loan,  the  veteran 
must  have  served  90  days  of  continuous  active  duty 
(which  includes  active  duty  training)  in  any  branch 
of  the  U.S.  armed  forces,  including  the  National 
Guard  and  U.S.  Coast  Guard.  This  service  could  have 
been  at  any  time,  not  necessarily  in  time  of  war.  If  a 
veteran  can  establish  that  he  or  she  served  under  haz- 
ardous duty  conditions,  he  or  she  is  eligible  with  ser- 
vice of  less  than  90  days. 

Veterans  who  have  used  their  eligibility  to  obtain 
a  VA  home  loan  are  still  eligible  for  this  program. 
Veterans  who  were  eligible  for  a  VA  home  loan  and 
did  not  use  their  eligibility  are  still  eligible  for  the 
FHA  program. 

Use  of  the  FHA  program  does  not  cause  veterans 
to  lose  their  VA  eligibility  for  future  use.  Veterans 
who  use  the  FHA  program  may  use  it  again  an  unlim- 
ited number  of  times,  provided  certain  other  require- 
ments are  met. 
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Application 

In  addition  to  the  normal  application  forms  required 
for  a  regular  Section  203(b)  FHA  loan,  the  veteran 
must  furnish  a  Certificate  of  Veterans  Status  (VA 
Form  26-8261),  which  must  be  obtained  from  the 
Department  of  Veterans  Affairs.  Requests  for  Certif- 
icate of  Veterans  Status  must  be  made  by  filling  out 
VA  Form  26-8261 A  and  mailing  it  to  the  VA  regional 
office,  together  with  separation  and  discharge  papers. 
Real  estate  brokers  can  expedite  the  process  by 
obtaining  a  supply  of  these  26-8261 A  forms  from  the 
nearest  VA  office,  and  by  assisting  the  veteran  in  fill- 
ing out  the  form. 

Section  203(i)  Single-Family  Mortgage 
Insurance  for  Outlying  Areas 

Section  203(i)  provides  mortgage  insurance  for  a  per- 
son to  purchase  a  principal  residence  in  a  rural  area. 

Eligibility  Requirements 

A  borrower  must  meet  standard  FHA  credit  qualifi- 
cations. 

Eligible  properties  are  one  to  four-unit  struc- 
tures, including  farm  housing  located  on  two  acres 
or  more  of  land  adjacent  to  an  all-weather  road. 

The  maximum  mortgage  amount  for  a  single  fam- 
ily unit  is  75%  of  the  Section  203(b)  limit. 

Section  203(h)  Single-Family  Home 
Mortgage  Insurance  for  Disaster 
Victims 

Section  203(h)  provides  mortgage  insurance  for  a 
person  to  purchase  a  principal  residence  after  being 
displaced  by  a  disaster.  The  residence  to  be  purchased 
need  not  be  located  in  the  disaster  area. 

Eligibility  Requirements 

A  borrower  must  meet  standard  FHA  credit  qualifi- 
cations. 
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A  borrower's  previous  residence  must  have  been 
destroyed  or  damaged  to  such  an  extent  that  recon- 
struction or  replacement  is  necessary.  The  borrower 
may  be  the  owner  or  a  renter  of  the  property 
destroyed. 

The  borrower  is  eligible  for  100%  financing.  No 
down  payment  is  required.  The  up-front  mortgage 
insurance  premium  can  be  financed  into  the  mort- 
gage, and  the  borrower  will  pay  an  annual  premium. 

The  borrower  must  purchase  a  one-family  unit; 
two,  three  and  four-unit  properties  may  not  be  pur- 
chased under  this  program. 

ARMs  may  not  be  used  with  this  program. 

Mortgage  limits  are  the  same  as  for  a  Section 
203(b)  loan. 

The  borrower's  application  for  the  mortgage 
insurance  must  be  submitted  within  one  year  of  the 
President's  disaster  declaration. 

Section  203(k)  Rehabilitation  Home 
Mortgage  Insurance  [ML  99-1 1  3/18/99] 

Purpose 

Provides  mortgage  insurance  for  a  person  to  pur- 
chase or  refinance  a  principal  residence  and  to  accom- 
plish rehabilitation  and/or  improvement  of  an 
existing  one  to  four-unit  dwelling. 

Eligibility  Requirements 

•  Borrower  must  meet  standard  FHA  credit  quali- 
fications. 

•  Mortgage  insurance  is  paid  monthly.  There  is  no 
up-front  mortgage  insurance  premium. 

•  Borrower  may  purchase  a  one  to  four-unit  prop- 
erty that  was  completed  for  at  least  one  year.  The 
number  of  units  on  the  site  must  be  acceptable 
according  to  provisions  of  local  zoning  require- 
ments. 

•  Homes  that  have  been  demolished,  or  will  be 
razed  as  part  of  the  rehabilitation  work,  are  eli- 
gible provided  the  existing  foundation  system  is 
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not  affected  and  will  still  be  used.  The  complete 
foundation  system  must  remain  in  place. 

•  Mortgage  limits  are  the  same  as  for  Section  203(b). 

Cost-effective  energy  measures  are  required  for 
rehabilitation  insured  under  Section  203(k).  Copies 
of  HUD  Rehabilitation  Energy  Guidelines  for  One- 
to  Four -Family  Dwellings  may  be  purchased  from 
HUDUSER,  P.O.  Box  23286,  Washington,  DC  20026- 
3268;  1-800-245-2691;  TDD:  1-800-927-7589;  Fax  1- 
202-708-9981;  www.huduser.org. 

Section  234(c)  Condominiums 

This  section  provides  mortgage  insurance  for  a  per- 
son to  purchase  or  refinance  a  principal  residence  in 
a  condominium  project 

Eligibility  Requirements 

•  The  project  must  be  approved  by  HUD  to  be  eli- 
gible for  insurance. 

•  Maximum  mortgage  amount  for  a  condominium 
unit  is  $155,250.  Lesser  limits  may  be  applicable 
in  some  areas. 

Occupancy  Requirements 

At  least  80%  of  the  units  on  which  there  are  HUD- 
insured  mortgages  in  a  project  must  be  owner-occu- 
pied before  HUD  can  make  insured  financing  avail- 
able on  additional  units. 

Guidelines 

The  project  in  which  the  unit  is  located  must  conform 
to  the  following  guidelines: 

1.  The  unit  must  be  in  a  condominium  project  that 
provides  for  undivided  ownership  of  common 
areas  by  the  unit  owners. 

2.  The  project  must  be  more  than  one  year  old.  All 
units  and  all  common  elements  and  improve- 
ments must  have  been  completed.  (Exception: 
VA-approved  complexes) 
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3.  Satisfactory  completion  of  all  improvements 
must  have  been  made,  including  the  common 
areas  and  facilities.  (Exception:  VA-approved 
complexes) 

4.  Eighty  percent  of  the  total  number  of  units  must 
be  occupied  by  unit  purchasers.  No  more  than 
40%  of  the  units  shall  be  insured  under  Section 
235.  (If  the  VA  has  issued  approval  subject  to  a 
higher  presale  requirement,  reconsideration 
must  be  sought  through  the  VA.) 

5.  Parking  and  recreational  facilities  must  be  a 
legal  part  of  the  project  and  owned  by  unit  own- 
ers. However,  leasing  of  these  facilities  is  permit- 
ted provided  the  lessors  can  terminate  with  no 
more  than  90  days'  notice  any  contract  entered 
into  with  the  lessee. 

6.  The  developer  must  have  no  special  rights  with 
respect  to  the  project  or  common  areas  other 
than  the  marketing  of  unsold  units.  The  project 
must  not  be  subject  to  future  expansion  at  the 
option  of  the  developer. 

Any  special  rights  of  the  developer  (as  devel- 
oper and  not  as  a  unit  owner)  to  do  any  and  all 
of  the  following  must  have  expired  or  have  been 
waived  in  a  recorded  instrument: 

a.  add  land  or  units  to  the  condominium; 

b.  convert  common  elements  into  additional 
units  or  limited  common  elements; 

c.  withdraw  land  from  the  condominium; 

d.  use  easements  through  the  common  elements 
for  the  purpose  of  making  improvements 
within  the  condominium  or  within  any  adja- 
cent land;  or 

e.  convert  a  unit  into  two  or  more  units,  common 
elements,  or  into  two  or  more  units  and  com- 
mon elements. 

7.  Each  unit  owner,  his/her  successors,  and 
assigns,  upon  acceptance  of  the  unit  deed,  auto- 
matically must  become  members  of  the  associa- 
tion. Each  unit  member  must  have  a  pro- 
portionate vote  at  association  meetings  and  must 
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be  responsible  to  pay  a  proportionate  share  of 
the  expenses  of  the  association. 

8.  The  project  must  demonstrate  good  manage- 
ment, maintenance,  and  financial  stability.  There 
must  be  an  adequate  reserve  fund  for  the  peri- 
odic maintenance,  repair,  and  replacement  of  the 
common  elements. 

9.  The  master  deed,  bylaws,  and  any  other  similar 
documents  must  be  in  accordance  with  current 
state  law.  The  legal  documents  clearly  must  des- 
ignate 

a.  unit  composition,  description  of  common 
areas  and  the  party  responsible  for  repair  and 
maintenance  of  the  property; 

b.  a  mechanism  for  amendment  of  the  docu- 
ments; 

c.  the  allocation  on  an  equitable  basis  of  the  unit 
owner's  voting  rights  and  responsibilities  for 
assessments;  and 

d.  the  methods  to  be  used  in  operating  and  gov- 
erning the  condominium. 

10.  Each  condominium  unit  owner  should  have  a 
clearly  specified  interest  in  the  common  area. 

11.  The  association  must  have  a  master  or  blanket 
policy,  protecting  against  loss  or  damage  by  fire 
and  other  hazards,  sufficient  to  cover  the  replace- 
ment cost  of  the  common  areas  of  the  project, 
and  a  comprehensive  public  liability  insurance 
policy  covering  the  common  areas.  If  the  project 
is  in  a  flood  zone,  flood  insurance  also  is  required. 

12.  The  project  will  not  qualify  if  circumstances  or 
conditions  concerning  the  project  will  have  a 
substantially  adverse  effect  upon  the  project  or 
be  a  contributing  cause  for  the  unit  mortgage  to 
become  delinquent. 

Condominium  Conversions 

Units  in  any  project  (including  VA  approved)  con- 
verted from  rental  housing  to  condominiums  less 
than  one  year  prior  to  the  application  for  insurance 
are  not  acceptable  unless: 
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1.  the  mortgagor  or  comortgagor  was  a  tenant  of 
that  rental  housing  or 

2.  the  conversion  of  the  property  is  sponsored  by 
a  bona  fide  tenants'  organization  representing  a 
majority  of  the  households. 

Condominium  Projects  Approved  by 
the  FNMA  and  VA 

The  approval  of  condominium  projects  by  the  FNMA 
and/or  VA  will  waive  the  requirement  for  project 
approval  procedures  as  a  condition  of  accepting  appli- 
cations (i.e..  appraisal  requests  will  be  taken,  but  evi- 
dence of  approval  must  accompany  the  first 
application).  Form  1028"  must  be  submitted  by  the 
lender  demonstrating  that  the  project  was  approved 
by  FNMA  and  evidence  that  the  project  is  more  than 
one  year  old.  The  CRY  will  be  accepted  as  evidence 
of  approval  by  the  VA.  The  VA  project  is  not  limited 
to  the  one-year  age  restriction.  Specific  requirements 
to  meet  eligibility  criteria  established  in  the  regula- 
tions will  be  made  conditions  of  the  commitment. 

*Any  other  documentation  is  not  acceptable.  FXMA's  streamlined  pro- 
cedure is  not  acceptable,  and  submission  of  the  above  documentation 
is  required. 

Section  251  Adjustable  Rate 
Mortgage  (ARM) 

In  addition  to  1-year  ARMs,  FHA  has  implemented  a 
new  product  Hybrid  Adjustable  Mortgages,  on  single 
family  properties  that  are  fixed  for  the  first  3.  5,  7. 
or  10  years  of  the  mortgage  term  and  are  adjustable 
annually  thereafter. 

Eligibility  Requirements 

•  ARMs  mav  onlv  be  used  in  conjunction  with  Sec- 
tions 203(b).  234(c)  and  203(k). 

•  Eligible  properties  are  one  to  four-unit  structures. 

Interest  Rate  Keyed  to  Index 

Changes  in  the  interest  rate  must  correspond  to 
changes  in  the  weekly  average  yield  on  U.S.  Treasury 
securities  adjusted  to  a  constant  maturity  of  one  year. 
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Weekly  average  yields  are  published  in  the  Federal 
Reserve  Bulletin,  easily  obtained  from  the  Federal 
Reserve  Board  by  requesting  to  be  placed  on  a  mailing 
list  for  receipt  of  the  weekly  publication.  For  ordering 
information,  phone  202-452-3245  or  Fax  202-728-5886. 

Frequency  of  Interest  Rate  Change 

Interest  rate  adjustments  must  occur  on  an  annual  ba- 
sis, except  that  the  first  adjustment  may  occur  no 
sooner  than  12  months  nor  later  than  18  months  from 
the  due  date  of  the  borrower's  initial  monthly  payment 
Subsequent  interest  rate  adjustments  occur  on  each 
anniversary  date  of  the  first  interest  adjustment  date. 

Caps  on  Interest  Rate  Changes 

Maximum  interest  rate  adjustment  (up  or  down)  is  one 
percentage  point  from  the  interest  rate  in  effect  for  the 
period  immediately  preceding  that  adjustment.  Maxi- 
mum of  total  interest  increases  over  the  entire  term 
of  the  loan  is  five  percentage  points  above  the  initial 
interest  rate.  No  negative  amortization  is  permitted. 

Method  of  Calculating  Interest  Rate  Adjustments 

1 .  Determine  the  latest  available  index  rate  30  days 
before  the  interest  adjustment  date  of  the  mort- 
gage. 

2.  Add  to  this  index  value  the  margin  for  the  mort- 
gage (margin  is  a  permanent  percentage  estab- 
lished by  the  lender  that  is  added  to  the  index 
in  order  to  arrive  at  the  calculated  interest  rate), 
and  round  the  sum  to  the  nearest  Vs%  of  1%, 
referred  to  as  the  calculated  interest  rate. 

3.  The  calculated  interest  rate  becomes  the  adjusted 
interest  rate  to  the  extent  that  it  does  not  exceed 
one  percentage  point  above  or  below  the  existing 
rate  in  effect  for  the  past  12  months,  subject  to 
the  5%  cap  for  the  term  of  the  loan. 

Increases  in  excess  of  1%  will  be  applied  at  the 
next  adjustment  date  (subject  to  both  caps)  if 
the  calculated  interest  rate  remains  at  or  above 
the  existing  interest  rate.  (Decreases  in  excess  of 
1%  also  are  applied  at  the  next  adjustment  date 
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Year 

Index 

1 

N/A 

2 

6.00 

3 

9.00 

4 

5.25 

5 

4.75 

r  1:  Lender  an 

Calc. 

New 

Rate 

Rate 

N/A 

125 

8.75 

8.25 

11.75 

9.25 

8.00 

8.25 

7.50 

7.25 

if  the  calculated  interest  rate  remains  at  or  below 
the  existing  interest  rate.) 

Margin 

N/A 
2.75 
2.75 
2.75 
2.75 
Lender  and  borrower  agreed  to  an  initial 
interest  rate  of  7.25%  for  the  first  year  with 
annual  adjustments  based  on  the  index 
plus  a  margin  of  2.75%. 

Yr  2:  Calculated  interest  rate  {Index  +  Margin)  is 
8.75%.  Because  this  is  more  than  1%  above 
the  initial  interest  rate,  the  new  rate  is  8.25%. 

Yr  3:  The  index  increases  3%  (from  6%  to  9%) 
bringing  the  calculated  rate  to  11.75%. 
However,  because  of  the  1%  annual 
interest  cap,  the  new  rate  is  only  9.25%. 

Yr  4:  The  index  decreases  2.75%  (from  9%  to 
5.25%).  After  adding  the  margin,  the 
calculated  rate  becomes  8.00%,  which  is 
more  than  1%  below  the  existing  rate  of 
9.25%.  Therefore,  the  new  rate  can  only 
decrease  to  8.25%. 

Yr  5:  The  index  decreased  0.50%  (from  5.25%  to 
4.75%).  After  adding  the  margin,  the 
calculated  rate  becomes  7.50%,  a  decrease 
of  0.75%  from  the  previous  year.  However, 
because  there  was  a  decrease  of  0.25%  in 
excess  of  the  1%  annual  cap  in  year  4,  the 
excess  decrease  of  0.25%  is  applied  to  year 
5,  bringing  the  new  rate  down  to  7.25%, 
still  within  the  annual  1%  cap. 

The  new  interest  rate  is  then  used  to  adjust  the 
monthly  payment  to  fully  amortize  the  remain- 
ing principal  balance  as  of  the  adjustment  date 
over  the  remaining  term  of  the  loan.  The 
adjusted  monthly  payment  becomes  effective 
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30  days  after  the  interest  adjustment  date.  This 
eliminates  negative  amortization. 

Loan  Disclosure 

The  lender  is  required  to  give  the  borrower  a  complete 
written  explanation  of  the  loan  terms,  including  a  hypo- 
thetical monthly  payment  schedule  that  shows  a  worst- 
case  scenario  of  the  first  five  years  of  the  loan.  Such 
a  scenario  shows  what  the  monthly  payments  would 
be  if  the  interest  rate  rose  by  1%  each  year  for  five  years 
to  the  maximum  allowed  total  increase  of  5%. 

Additionally,  the  lender  is  obligated  to  inform  the 
borrower  at  least  30  days  in  advance  of  any  adjust- 
ment to  the  monthly  payment  of  (1)  the  new  interest 
rate  and  the  amount  of  the  monthly  payment,  (2)  the 
current  index  figure  and  how  the  payment  adjust- 
ment was  calculated,  and  (3)  the  method  any  interest 
rate  change  in  excess  of  the  cap  is  carried  over  to  the 
next  adjustment  interval. 

Limitations  to  ARMs 

Lenders  may  no  longer  permit  contributions,  no  mat- 
ter the  source,  to  be  used  to  make  mortgage  interest 
payments  (buydowns).  This  applies  to  all  ARMs 
regardless  of  the  length  of  time  the  account  would 
fund  the  mortgage  interest  payments.  [ML  98-01] 

Section  255  Home  Equity  Conversion 
Mortgage  (HECM)  (Mortgage  Insurance 
for  Reverse  Mortgages) 

Section  255  provides  mortgage  insurance  for  elderly 
homeowners  to  convert  the  equity  in  their  homes  into 
monthly  streams  of  income  and/or  a  line  of  credit, 
to  be  repaid  when  they  no  longer  occupy  the  home. 

Borrower  Requirements 

•  Minimum  62  years  of  age,  based  on  youngest  bor- 
rower 

•  Must  occupy  property  as  principal  residence 

•  Must  participate   in   a  consumer  information 
session 
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Mortgage  Amount 

Based  on  FHA  203(b)  lending  limits 
Financial  Requirements 

•  No  income  or  credit  qualifications  required 

•  No  repayment  as  long  as  property  is  primary  res- 
idence 

•  Closing  costs  may  be  financed  in  the  mortgage 

Property  Requirements 

•  Single-family  residence  or  a  one  to  four-unit  dwell- 
ing with  one  unit  occupied  by  borrower 

•  Unit  in  FHA-approved  condominiums  and 
Planned  Unit  Developments 

•  Meets  FHA  minimum  property  standards 

Servicing  Fee  Cap 

The  maximum  service  fee  that  may  be  charged  for 
monthly  adjustable  HECM  loans  is  $35;  for  fixed-rate 
and  annually  adjustable  loans  the  maximum  fee  is 
$30.  [ML  98-03  1/7/98] 

Benefits 

The  HECM  plan  provides  a  wide  array  of  cash 
advance  choices.  The  borrower  may  take  all  of  the 
loan  proceeds  as 

•  a  single  lump  sum  of  cash; 

•  a  credit  line  that  allows  the  borrower  to  draw  up 
to  a  maximum  amount  at  times  and  in  amounts 
of  the  borrower's  choosing; 

•  monthly  payments  for  a  fixed  period  of  time;  or 

•  monthly  payments  for  as  long  as  the  borrower 
occupies  the  home  as  a  principal  residence. 

In  addition,  the  borrower  may 

•  choose  any  combination  of  these  options;  and 

•  change  his  or  her  cash  advance  choices  at  any 
time  in  the  future. 

Homeowners  retain  ownership  of  their  property 
and  may  sell  at  any  time,  retaining  the  sales  proceeds 
in  excess  of  the  amount  needed  to  pay  off  their  mort- 
gage. Owners  may  not  be  forced  to  sell  in  order  to 
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pay  off  their  mortgage,  even  if  the  mortgage  principal 
balance,  including  accrued  interest  and  mortgage 
insurance  premium  (MIP),  grows  to  exceed  the  value 
of  the  property. 

HUD  protects  the  borrower  against  the  lender's 
failure  to  make  the  required  payments  under  the 
mortgage.  When  the  mortgage  becomes  due,  the 
lender's  recovery  from  the  borrower's  estate  is  lim- 
ited to  the  value  of  the  home;  i.e.,  there  is  no  defi- 
ciency against  the  borrower  or  the  estate. 

For  ordering  information,  phone  202452-3245 
or  Fax  202-728-5886. 

Title  I  Mobile  Homes 

The  objective  is  to  finance  the  acquisition  of  a  new 
or  used  mobile  home,  which  the  borrower  must 
occupy  as  his  or  her  primary  residence. 

Qualifications 

The  mobile  home  must  be  new  (not  previously  occu- 
pied); a  used  mobile  home  sold  by  a  person  who 
financed  it  with  an  FHA  mobile  home  loan;  or  occupied 
by  the  purchaser  under  a  government  lease  after  hav- 
ing been  displaced  from  previous  housing  by  a  disaster. 

The  mobile  home  must  be  constructed  according 
to  standards  prescribed  by  the  American  National 
Standards  Institute,  and  placed  on  a  lot  owned  by  the 
borrower  that  complies  with  certain  standards,  or  be 
in  an  approved  mobile  home  park. 

The  mobile  home  must  have  a  minimum  floor 
space  of  400  square  feet. 


imum  Loan  and  Term 

Multisection 
Multisection  with  lot 
Lot  only 
Maximum  term  of  loan 

$40,500 
54,000 
13,500 

20  years 

Minimum  Cash  Down  Payment 

The  minimum  cash  down  payment  is  5%  of  the  first 
$3,000  of  the  purchase  contract  amount,  plus  10% 
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of  any  excess.  A  used  mobile  home  with  a  blue  book 
value  of  at  least  the  required  minimum  down  payment 
may  be  acceptable  in  lieu  of  a  cash  down  payment. 

Interest  Rate 

Interest  on  loans  may  vary  depending  on  the  amount 
and  term  of  the  loan. 

FHA  Title  II  Manufactured  Homes 

Effective  April  6,  1983,  new  or  existing  manufactured 
homes  on  a  permanent  site  are  eligible  for  insured 
financing  under  Title  II,  subject  to  the  following  criteria: 

1.  They  must  have  a  minimum  floor  area  of  400 
square  feet. 

2.  They  must  have  been  constructed  after  June  15, 
1976,  in  conformance  with  the  Federal  Manufac- 
tured Home  Construction  and  Safety  Standards, 
evidenced  by  an  affixed  certification  label. 

3.  They  must  be  classified  and  subject  to  taxation  as 
real  estate. 

4.  The  mortgage  must  cover  the  manufactured 
home  and  its  site,  and  shall  have  a  term  not  to 
exceed  30  years. 

5.  The  finished  grade  elevation  beneath  the  manu- 
factured home  or,  if  a  basement  is  used,  the  lowest 
finished  exterior  grade  adjacent  to  the  perimeter 
enclosure,  shall  be  at  or  above  the  100-year  return 
frequency  flood  elevation. 

In  addition  to  the  above  general  requirements 
applicable  to  all  manufactured  homes,  the  following 
specific  requirements  apply  to  existing  or  proposed 
construction. 

Existing  Manufactured  Homes 

Existing  units  permanently  erected  on  a  site  more 
than  one  year  prior  to  the  date  of  application  for  mort- 
gage insurance  shall 

1.  be  permanently  anchored  to  and  supported  by 
permanent  footings  (anchoring  straps  or  cables 
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affixed  to  ground  anchors  other  than  footings 
will  not  meet  this  requirement); 

2.  have  permanently  installed  utilities  that  are  pro- 
tected from  freezing; 

3.  have  the  space  beneath  the  dwelling  properly 
enclosed  as  a  crawlspace  that  provides  for  ade- 
quate crawlspace  ventilation; 

4.  have  been  installed  or  occupied  only  at  the  loca- 
tion for  which  a  mortgage  is  being  requested; 
and 

5.  have  a  site,  site  improvements,  and  all  other  fea- 
tures of  the  mortgaged  property  not  addressed 
by  the  Federal  Manufactured  Home  Construc- 
tion and  Safety  Standards  that  meet  or  exceed 
applicable  provisions  of  the  requirements  for 
existing  housing  one  to  four-family  living  units. 

Existing  manufactured  homes  erected  on  a  site 
less  than  one  year  prior  to  date  of  application  for  mort- 
gage insurance  that  were  not  approved  by  HUD  prior 
to  their  construction  may  not  have  been  installed  or 
occupied  at  any  other  site.  Such  homes  shall  comply 
with  items  1  through  8  listed  below  for  proposed  con- 
struction. Such  units  are  subject  to  a  loan-to- 
appraised  value  ratio  of  90%  unless  the  unit  is  covered 
by  a  builder's  warranty  (as  listed  in  item  10  below 
under  proposed  construction)  and  an  insured  ten- 
year  protection  plan  accepted  by  HUD,  in  which  case 
the  unit  could  qualify  for  high  ratio  (97-95%)  loans. 

Proposed  Construction 

In  addition  to  the  general  requirements  listed  above, 
manufactured  homes  shall  meet  the  following 
requirements  to  qualify  for  proposed  construction. 

1.  Be  erected  with  or  without  a  basement  on  a  site- 
built  permanent  foundation  that  meets  or 
exceeds  applicable  requirements  of  the  Mini- 
mum Property  Standards  for  One  and  Two-Fam- 
ily Dwellings  (MPS) 

2.  Be  permanently  attached  to  that  foundation  by 
anchoring  devices  adequate  for  all  loads  identi- 
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fied  in  the  MPS,  which  includes  resistance  to 
ground  movements,  seismic  shakings,  potential 
shearing,  overturning  and  uplift  loads  caused  by 
wind,  and  so  forth 

3.  Have  the  towing  hitch  or  running  gear,  which 
includes  tongues,  axles,  brakes,  wheels,  lights 
and  other  parts  of  the  chassis  that  operate  only 
during  transportation,  removed 

4.  Have  any  crawlspace  beneath  the  manufactured 
home  properly  ventilated  and  enclosed  by  con- 
tinuous permanent  foundation-type  construc- 
tion designed  to  resist  all  forces  to  which  it  may 
be  subject  without  transmitting  to  the  building 
superstructure  movements  or  any  effects  caused 
by  frost  heave,  soil  settlement  or  consolidation, 
or  shrinking  or  swelling  of  expansive  soils 

5.  Have  the  crawlspace  perimeter  enclosure,  if  sep- 
arate from  the  supporting  foundation,  adequately 
secured  to  the  perimeter  of  the  manufactured 
home  and  constructed  of  materials  that  conform 
to  MPS  requirements  for  foundations 

6.  Be  insulated  so  that  envelope  Uo  values  (the  rate 
of  heat  loss  through  floors,  walls,  windows,  doors 
and  ceilings,  measured  in  BTUs  per  hour  per 
square  foot  of  surface  per  degrees  Fahrenheit  dif- 
ference between  indoor  and  outdoor  tempera- 
tures) do  not  exceed: 

a.  0.145  in  Climatic  Zone  I,  which  includes  the 
states  of  Alabama,  Arkansas,  Arizona,  Califor- 
nia, Florida,  Georgia,  Hawaii,  Louisiana,  Mis- 
sissippi, New  Mexico,  North  Carolina, 
Oklahoma,  South  Carolina,  Tennessee,  and 
Texas. 

b.  0.087  in  Climatic  Zone  III,  which  includes 
Alaska,  Maine,  Michigan,  Minnesota,  Mon- 
tana, New  Hampshire,  North  Dakota,  South 
Dakota,  Vermont,  Wisconsin,  and  Wyoming. 

c.  0.099  in  Climatic  Zone  II,  which  includes  the 
remainder  of  the  states. 
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7.  Have  a  site,  site  improvements,  and  all  other  fea- 
tures of  the  mortgaged  property  not  addressed 
by  the  Federal  Manufactured  Home  Construc- 
tion and  Safety  Standards  that  meet  or  exceed 
applicable  requirements  of  the  MPS  except  para- 
graph 311-2.2 

8.  Have  had  the  manufactured  home  itself  braced 
and  stiffened  before  it  leaves  the  factory  to  elim- 
inate racking  and  potential  damage  during  trans- 
portation 

9.  Be  eligible  for  high-ratio  (97-95%)  financing,  for 
which  purpose  the  beginning  of  construction 
will  be  interpreted  as  the  commencement  of  on- 
site  work  even  though  the  manufactured  home 
itself  may  have  been  produced  and  temporarily 
stored  prior  to  the  date  of  application  for  insured 
financing 

10.  Have  submitted  with  the  application  for  insured 
financing  an  agreement  to  execute  a  Warranty 
of  Completion  of  Construction,  Form  HUD 
92544,  plus  an  addendum  warranting  that  the 
manufactured  home  property  substantially  com- 
plies with  the  plans  and  specifications,  that  the 
manufactured  home  sustained  no  hidden  dam- 
age during  transportation,  and,  if  the  manufac- 
tured home  was  manufactured  in  separate 
sections,  the  sections  were  properly  joined  and 
sealed.  The  agreement  must  provide  that  upon 
the  sale  or  conveyance  of  the  dwelling  and  deliv- 
ery of  the  warranty,  the  seller/builder  will 
promptly  furnish  the  local  HUD  office  with  a 
copy  of  the  warranty.  This  copy  must  be  signed 
and  dated  by  the  purchaser  to  evidence  that  the 
original  warranty  was  received. 
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VA  FINANCING 

VA  loans  are  administered  by  the  U.S.  Department 
of  Veterans  affairs  (VA). 

Purpose 

VA  is  authorized  to  guarantee  loans  made  to  eligible 
veterans  for  the  following  purposes: 

1 .  To  purchase  or  construct  a  dwelling  to  be  owned 
and  occupied  by  a  veteran 

2.  To  purchase  a  farm  on  which  there  is  a  farm  res- 
idence to  be  owned  and  occupied  by  a  veteran 

3.  To  purchase  and  occupy  a  one-family  residential 
unit  in  a  condominium  housing  development 
approved  by  the  VA 

4.  To  purchase  a  manufactured  home,  permanently 
affixed  to  its  lot,  provided  that  the  laws  of  the 
state  provide  that  the  manufactured  home  is  con- 
sidered real  property 

5.  To  purchase  a  manufactured  home 

6.  To  repair,  alter,  or  improve  a  dwelling  owned  and 
occupied  by  a  veteran  and  to  install  energy  con- 
servation improvements  in  a  home,  including 
solar  heating  or  solar  cooling.  (A  veteran  who 
purchases  an  existing  home  will  be  informed  of 
the  opportunity  to  include  energy  conservation 
improvements  in  the  financing.) 

7.  To  refinance  an  existing  mortgage  secured  by  a 
lien  of  record  on  a  dwelling  owned  and  occupied 
by  a  veteran  as  a  home 

8.  To  refinance  an  existing  VA  loan  for  the  purpose 
of  interest  rate  reduction 

Types  of  Loans 

1.  Fixed  rate  mortgage 

2.  Adjustable  rate  mortgage  (ARM) 

3.  Graduated  payment  mortgage  (GPM) 

4.  Growing  equity  mortgage  (GEM) 

5.  Buydown 

6.  Hybrid  ARMs  with  fixed  rate  for  first  three  years. 
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Automatic  Approval  System 

Lenders  are  classified  by  the  VA  as  supervised  and 
nonsupervised.  Supervised  lenders  are  lending  insti- 
tutions that  are  subject  to  examination  and  supervi- 
sion by  an  agency  of  the  United  States  or  of  any  state 
or  territory,  including  the  District  of  Columbia.  Non- 
supervised  lenders  are  not  supervised  by  any  federal 
or  state  agency. 

Loans  that  are  automatically  guaranteed  without 
requiring  specific  prior  VA  approval  may  be  made  by 
supervised  lenders  and  also  by  nonsupervised  lend- 
ers that  are  specifically  authorized  by  the  VA  to  close 
loans  on  an  automatic  basis. 

In  the  event  the  borrower  defaults,  the  lender  is 
compensated  for  the  loss  to  the  extent  of  the  VA  loan 
guaranty. 

Automated  Certificate  of 
Eligibility  (ACE) 

ACE  allows  lenders  to  input  data  about  their  potential 
veteran-borrower  and  obtain  an  eligibility  determina- 
tion in  most  cases  in  a  matter  of  seconds.  If  eligibility 
is  established,  the  lender  prints  out  the  certificate  to 
submit  with  their  guarantee  package.  This  eliminates 
completing  a  paper  application  (VA  Form  26-1880) 
to  VA  for  processing. 

The  Online  Loan  Status  Inquiry  is  an  added  func- 
tion of  ACE  that  permits  lenders  to  input  a  VA  case 
number  and  check  the  status  of  the  loan  versus  tele- 
phoning the  VBA  regional  office  to  obtain  the  status 
of  the  loan. 

Underwriting  Guidelines 

A  VA  loan  may  not  be  guaranteed  unless  the  veteran 
is  a  satisfactory  credit  risk  and  the  contemplated  loan 
payments  bear  a  proper  relation  to  the  veteran's 
present  and  anticipated  income  and  expenses. 
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The  VA  has  additional  requirements  with  respect 
to  active  duty  applicants  and  recently  discharged 
veterans. 

Active  duty  applicants.  A  Leave  &  Earnings 
Statement  (LES)  is  required  in  addition  to  employ- 
ment verification.  Each  active  duty  applicant  must  be 
counseled  through  the  use  of  a  Counseling  Checklist 
for  Military  Home  Buyers  (VA  Form  26-0592). 

Recently  discharged  veterans.  Special  attention 
is  given  to  veteran  applicants  recently  discharged  or 
retired  who  have  little  or  no  employment  experience 
other  than  their  military  occupation. 

Documentation 

Documents  may  be  obtained  before  starting  the  loan 
application. 

•  The  veteran,  seller,  or  lender  may  also  request  an 
appraisal  of  the  property  to  obtain  a  Certificate 
of  Reasonable  Value  (Form  26-1843). 

Important  documents  required  for  loan  under- 
writing include  a(n): 

•  Certificate  of  Reasonable  Value  (CRV)  (Form  264843); 

•  Certificate  of  Eligibility  (Form  26-8320); 

•  Uniform  Residential  Loan  application  (URLA)  with 
a  revised  HUDAA  addendum  (Form  26-1802); 

•  Loan  analysis  (Form  26-6393); 

•  original  credit  report  and  related  documents; 

•  Request  for  Verification  of  Deposit  (Form  26- 
8497); 

•  Request  for  Verification  of  Employment  (or  equiv- 
alent) (Form  26-8497)  and  original  pay  stubs;  ver- 
ification of  other  income  (e.g.,  tax  returns,  profit 
and  loss  statement,  and  balance  sheet); 

•  purchase  (sales)  agreement  (earnest  money  con- 
tract); 

•  Counseling  Checklist  for  Military  Home  Buyers 
(if  applicable)  (Form  26-0592);  and 

•  Interest  Rate  Reduction  Refinancing  Worksheet 
(if  applicable)  (Form  26-8923). 
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Eligible  Veterans 

A  veteran  is  defined  as  a  person  who  served  in  the 
active  military,  naval,  or  air  service,  and  who,  except 
for  a  service  member  on  active  duty,  was  discharged 
or  released  from  active  duty  under  conditions  other 
than  dishonorable.  The  unremarried  surviving 
spouse  of  a  veteran  is  also  considered  a  veteran  for 
certain  benefits  under  title  38  of  the  U.S.  Code.  For 
a  spouse  of  a  POW  or  MIA,  eligibility  is  based  on  the 
spouse's  basic  qualifications. 


Service  Eligibility 

To  be  eligible  the  veteran  must  have  served  on  active 
duty  for  the  minimum  required  periods  listed  below, 
except  if  discharged  because  of  a  service-connected 
disability. 


Era 

World  War  II 

Peacetime 

Korean 

Post-Korean 

Vietnam 

Post  Vietnam- 
Enlisted 

Post  Vietnam- 
Officer 

Peacetime- 
Enlisted 

Peacetime-Officer 

Pers.  Gulf- 
Enlisted 

Pers.  Gulf-Officer 


Dates 


09/16/40- 

07/26/47- 
06/27/50- 
02/01/55- 
08/05/64- 

05/08/75- 


07/25/47 
06/26/50 
01/31/55 

08/04/64 
05/07/75 
09/07/80 


On  Active 
Duty 

90  days 
181  days1 

90  days 
181  days1 

90  days 
181  days1 


05/08/75-10/16/81    181  days 
09/07/80-open 


10/16/81-open 

08/02/90-open 
08/02/90-open 


24  months1 

181  days2 
24  months2 
90  days2 


Continuous  days 

2 Eligibility  may  also  be  established  if  discharged  due  to  hardship  or  a 
service-connected  disability,  or  for  the  convenience  of  the  government 
after  completing  at  least  the  full  period  for  which  ordered  to  active  duty 
(90  days). 
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Members  of  the  Reserves  or  National  Guard  are 
eligible  (until  October  28,  1999)  upon  completion 
of  six  years'  service  in  the  selected  Reserve,  or  upon 
discharge  because  of  a  service-connected  disability 
before  completing  six  years  of  service.  Also  eligible 
are  unremarried  surviving  spouses  of  reservists  who 
die  of  service-connected  causes. 

Entitlement 

In  accordance  with  the  VA  Housing  Act  of  1970,  all 
loan  guaranty  entitlement  is  available  until  used  (it 
does  not  expire),  whether  derived  from  World  War 
II,  the  Korean  War,  or  any  other  period.  The  act  also 
revived  unused,  expired  loan  guaranty  entitlement 

Restoration  (Substitution)  of  Entitlement 

The  Veterans  Housing  Act  of  1974  permits  restora- 
tion (also  called  reinstatement)  of  a  veteran's  entitle- 
ment to  the  full  extent  of  the  current  maximum 
guaranty  if  the  property  has  been  disposed  of  and  the 
loan  paid  in  full,  or  if  the  property  is  sold  to  another 
eligible,  creditworthy  veteran  with  entitlement  equal 
to  or  greater  than  the  loan's  guaranty  amount,  and 
who  assumes  the  VA  loan  and  agrees  to  substitute 
his  or  her  entitlement  for  the  seller's. 

Under  the  Veterans  Benefits  Improvement  Act  of 
1994,  a  veteran's  entitlement  may  be  restored  one 
time  only  if  the  veteran  has  repaid  the  prior  VA  loan 
in  full,  even  if  he  or  she  is  not  disposing  of  the  prop- 
erty securing  the  loan.  Future  restoration  requires 
disposal  of  the  property  financed  with  that  loan. 

Remaining  (Available  or  Partial) 
Entitlement 

A  veteran  who  has  used  up  his  or  her  entitlement  and 
wishes  to  keep  and  rent  the  VA-financed  home,  or 
who  sold  it  without  substitution  of  entitlement  by 
another  creditworthy  veteran,  or  to  a  nonveteran, 
may  still  obtain  a  VA  loan  to  finance  the  purchase  of 
a  new  home  by  using  any  remaining  entitlement.  A 
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veteran  who  used  his  or  her  entitlement  several  years 
ago  is  likely  to  have  remaining  entitlement  now 
because  VA  guaranties  have  increased  as  property 
values  have  increased.  (See  the  table  below.)  Remain- 
ing entitlement  can  be  determined  by  subtracting  the 
amount  of  entitlement  used  for  prior  guaranteed 
loans  from  the  current  maximum  guaranty. 

Maximum  Guaranty 

The  VA  sets  no  maximum  loan  ceilings  but  issues  max- 
imum loan  guaranties.  A  veteran  is  entitled  to  the  cur- 
rent maximum  guaranty  minus  any  entitlement  used 
for  prior  guaranteed  loans  that  have  not  been  restored. 
As  property  values  have  increased  over  the  years,  so 
have  VA  guaranties,  as  shown  in  the  following  table. 

History  of  Maximum  Guaranties 

Beginning  of  program        $  2,000 

12/28/45  4,000 

04/20/50  7,500 

05/07/68  12,500 

12/31/74  17,500 

10/01/78  25,000 

10/01/80  27,500 

02/01/88  36,000 

10/13/94  50,750 

12/27/01  60,000 

Current  Maximum  Guaranty 


Loan 

Up  to  $45 
$  45,000 
$  56,251 
$144,001 
$184,001 
$203,000 


Amount 

,000 

to  $  56,250 
to  $144,000 
to  $184,000 
to  $203,000 
to  $240,000 


Maximum  Guaranty 

50%  of  loan  amount 

$22,500 

40%  of  loan  amount 

25%  of  loan  amount 
*25%  of  loan  amount 
*25%  of  loan  amount 


*Loans  made  for  the  purchase  or  construction  of  a  home,  to  purchase 
a  residential  unit  in  a  condominium,  or  to  refinance  an  existing  VA- 
guaranteed  loan  for  interest  rate  reduction.  Cash-out  refinances  are 
limited  to  a  maximum  $36,000  guaranty. 
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Maximum  Obtainable  VA  Loans 

The  VA  does  not  set  maximum  loan  amounts,  except 
for  the  requirement  that  loans  cannot  exceed  the  CRV 
or  the  purchase  price,  whichever  is  less. 

The  veteran  can  obtain  a  larger  loan  by  making 
a  down  payment.  The  loan  amount  is  arrived  at  by 
multiplying  the  sum  of  the  down  payment  and  guar- 
anty by  four  (see  item  2  of  the  following  example). 

Examples 

1.  Veteran  Louise  Brading  bought  a  home  in  1982 
and  used  her  maximum  entitlement  of  $27,500. 
She  sold  her  home  in  1987  to  a  buyer  who  took 
title  to  the  property  subject  to  the  existing  VA 
loan.  In  May  1988,  the  veteran  wanted  to  pur- 
chase a  new  home  with  a  CRV  of  $80,000.  What 
was  the  maximum  obtainable  VA  loan? 

Answer:  The  veteran  was  entitled  to  the  maxi- 
mum guaranty  of  $36,000  (as  of  May  1988) 
minus  used  entitlement  of  $27,500  =  $8,500.  The 
maximum  obtainable  VA  loan,  therefore,  was  4 
x  $8,500  =  $34,000. 

2.  In  January  2002,  Veteran  Louise  Brading  (from 
previous  example)  has  saved  $40,000,  which  she 
wants  to  use  as  down  payment  on  a  new  house. 
How  does  this  affect  her  maximum  obtainable 
loan? 

Answer:  Her  available  entitlement  of  $8,500  plus 
her  $40,000  down  payment  -  $48,500,  multiplied 
by  4  =  $194,000,  the  maximum  obtainable  loan. 

3.  In  February  2002,  Veteran  John  Miller  wants  to 
purchase  a  house  with  a  CRV  of  $300,000.  What 
is  the  maximum  obtainable  VA  loan,  and  how 
much  would  he  need  for  down  payment? 

Answer:  The  maximum  obtainable  loan  is  four 
times  the  current  maximum  guaranty  of  $60,000 
=  $240,000.  Therefore,  he  would  need  as  down 
payment  the  amount  of  the  CRV  minus  the  max- 
imum obtainable  loan,  or  $60,000. 
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4.  Veteran  Larry  Lombard  bought  a  home  in  1979 
and  used  his  entitlement  of  $25,000.  In  1995,  he 
sold  his  home  to  veteran  Miller,  who  agreed  to 
substitute  his  available  entitlement  for  that  of 
Lombard.  Lombard  wants  to  buy  a  house  with  a 
CRV  of  $230,000.  What  is  the  maximum  obtain- 
able VA  loan? 

Answer:  Because  Lombard's  entitlement  is  rein- 
stated, his  available  entitlement  is  the  applicable 
guaranty  of  $60,000.  The  maximum  obtainable 
loan  would  therefore  be  four  times  $60,000  or 
$240,000,  if  it  were  not  limited  by  the  CRV  of 
$230,000. 

5.  Had  veteran  Lombard  (from  the  previous  exam- 
ple) sold  his  home  with  release  of  liability,  but  to 
a  nonveteran,  what  would  his  available  entitle- 
ment be?  What  would  the  maximum  obtainable 
VA  loan  be  for  the  purchase  of  a  home  with  a  CRV 
of  $190,000? 

Answer:  Lombard's  available  entitlement  would 
be  the  applicable  guaranty  of  $60,000  minus  the 
used  entitlement  of  $25,000  =  $35,000.  The  max- 
imum obtainable  VA  loan  would  be  4  x  $35,000 
=  $140,000. 

Energy  Efficient  Mortgages 

The  VA  authorizes  an  addition  to  the  purchase  loan 
for  the  cost  of  energy  efficient  improvements  up  to 
$3,000,  or  $6,000  if  the  increase  in  the  monthly  pay- 
ments for  principal  and  interest  does  not  exceed  the 
likely  reduction  on  monthly  utility  costs  resulting  from 
the  energy  efficiency  improvements. 

For  a  refinancing  loan,  the  loan  may  not  exceed 
90%  of  the  CRV  plus  the  cost  of  the  energy  efficient 
improvements  (CRV  x  .90  +  cost  of  improvements.) 

Example 

If  a  veteran  has  $20,000  remaining  entitlement  and 
applies  for  a  loan  of  $80,000,  plus  $6,000  in  energy 
efficient  improvements,  the  VA  will  guarantee  25%  of 
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the  full  loan  amount  of  $86,000.  Thus,  the  dollar 
amount  of  the  guaranty  is  $21,500,  even  though  the 
veteran's  entitlement  is  only  $20,000.  (See  Model 
Energy  Code.) 

Qualifying  Guidelines 

Lenders  must  follow  two  separate  qualification  guide- 
lines based  on  (1)  ratio  of  total  obligations  to  income 
and  (2)  residual  income  (cash  flow)  for  family  support. 

Ratio  of  Total  Obligations  to  Income 

The  ratio  is  determined  by  dividing  the  total  monthly 
obligations  by  gross  income.  Total  monthly  obligations 
include  housing  expenses  (principal,  interest,  taxes, 
insurance,  maintenance,  utilities,  homeowners'  fees; 
and  special  assessments)  and  recurring  obligations  (pay- 
ments on  debts  with  more  than  ten  months  to  go  and 
other  monthly  obligations,  such  as  alimony  and  child 
support).  Generally,  the  ratio  should  not  exceed  41%. 

Twenty  Percent  Rule 

If  the  residual  income  (cash  flow)  exceeds  the  guide- 
lines by  at  least  20%,  lenders  may  approve  loans  with 
ratios  in  excess  of  41%. 

Example 

Veteran  Larry  Halladay  and  his  wife,  Joan,  are  inter- 
ested in  buying  a  home  and  want  to  know  the  VA  loan 
amount  Larry  can  qualify  for.  Larry's  monthly  gross 
income  is  $3,500.  They  are  making  $200  monthly  pay- 
ments on  a  car  with  ten  months  to  go  and  have  other 
monthly  obligations  of  $250. 

Monthly  gross  income  $3,500 

Multiply  by  ratio  x    .41 

Remaining  for  total  obligations  $1,435 

Recurring  obligations  -  450 

Remaining  for  housing  expense  $  985 
Assume  that  taxes,  insurance,  utilities, 

and  maintenance  amount  to  -   125 

Remaining  for  principal  and  interest  $  860 
At  a  VA  rate  of  7%,  the  veteran  qualifies  for 

a  loan  of  about  $141,000 

VA  Financing    A- 105 


Residual  Income  (Cash  Flow)  for 
Family  Support 

Residual  income  is  determined  by  subtracting  from  the 
monthly  gross  income  not  only  the  total  monthly  obli- 
gations (including  housing  expenses  and  recurring 
obligations),  but  also  all  federal  state,  and  local  taxes. 
A  family's  residual  income  should  be  at  least  the  appli- 
cable amount  in  the  following  table. 

The  table  shows  minimum  residual  income  for 
family  expenditures  of  such  standard  items  as  food, 
health  care,  apparel,  and  gasoline.  The  amounts  are 
based  on  the  loan  amount,  the  region  of  the  country 
where  the  veteran  lives,  and  family  size. 

Residual  Family  Incomes  by  Region 
Loan  Amounts  Below  $80,000 


ilySize*  Northeast 

Midwest 

South 

West 

1                 $390 

$382 

$382 

$425 

2                  654 

641 

641 

713 

3                  788 

772 

772 

859 

4                  888 

868 

868 

967 

5                  921 

902 

902 

1,004 

Family  includes  all  members  of  household.  For 
families  of  more  than  five,  add  $80  for  each 
additional  member  up  to  family  of  seven. 

Loan  Amounts  $80,000  Up 


ly  Size*  Northeast 

Midwest 

South 

West 

1                $450 

$441 

$441 

$491 

2                  755 

738 

738 

823 

3                  909 

889 

889 

990 

4                1,025 

1,003 

1,003 

1,117 

5                1,062 

1,039 

1,039 

1,158 

*  Family  includes  all  members  of  household.  For 
families  of  more  than  five,  add  $80  for  each 
additional  member  up  to  family  of  seven. 
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Northeast  Connecticut,  Maine,  Massachusetts, 

New  Hampshire,  New  Jersey,  New  York, 
Pennsylvania,  Rhode  Island,  Vermont 

Midwest:     Illinois,  Indiana,  Iowa,  Kansas,  Michigan, 
Minnesota,  Missouri,  Nebraska,  North 
Dakota,  Ohio,  South  Dakota,  Wisconsin 

South:        Alabama,  Arkansas,  Delaware,  District  of 
Columbia,  Florida,  Georgia,  Kentucky, 
Louisiana,  Maryland,  Mississippi,  North 
Carolina,  Oklahoma,  Puerto  Rico,  South 
Carolina,  Tennessee,  Texas,  Virginia, 
West  Virginia 

West:         Alaska,  Arizona,  California,  Colorado, 
Hawaii,  Idaho,  Montana,  Nevada,  New 
Mexico,  Oregon,  Utah,  Washington, 
Wyoming 

Example 

The  Halladays  from  the  previous  example  live  in  Phoe- 
nix, Arizona,  and  have  three  children.  They  saw  a 
house  they  like  with  a  CRV  of  $150,000.  The  pay- 
ments, including  principal  and  interest  at  7%  for  a 
$150,000  loan,  would  be  about  $917.  At  the  41%  total 
obligations-to-income  ratio,  they  would  not  be  able  to 
qualify  (the  maximum  for  principal  and  interest  in  the 
previous  example  was  only  $860).  However,  they  may 
have  a  chance  to  qualify  for  a  higher  loan  if  their  resid- 
ual income  exceeds  the  guidelines  by  at  least  20%. 
Here  is  how  to  calculate  their  residual  income: 

Monthly  gross  income  $3,500 
Principal  and  interest  for  a 

$150,000  loan  at  7%  -917 
Property  taxes,  insurance,  utilities, 

maintenance  -140 

Recurring  obligations  -450 

Federal,  state  and  local  taxes  -600 

Residual  income  $1,393 
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The  minimum  residual  income  for  a  loan  in  excess 
of  $70,000  for  a  family  of  five  living  in  Arizona  is 
$1,113.  Because  the  Halladays'  residual  income 
exceeds  that  amount  by  $280,  in  fact  by  more  than  20%, 
they  should  have  a  good  chance  to  qualify,  providing, 
of  course,  that  their  credit  history  is  satisfactory. 

Compensating  Factors 

No  single  factor  is  a  final  determinant  in  an  appli- 
cant's qualification  for  a  VA-guaranteed  loan.  The 
residual  income  and  ratio  guidelines  are  never 
intended  to  be  absolute  determinants  in  deciding 
whether  a  VA  loan  should  be  approved,  but  must  be 
used  only  with  discretion  in  conjunction  with  other 
factors.  These  factors  become  especially  important 
when  reviewing  marginal  loans  with  respect  to  resid- 
ual income  or  the  debt-to-income  ratio.  The  following 
are  examples  of  compensating  factors. 

•  Excellent  long-term  credit 

•  Conservative  use  of  consumer  credit 

•  Minimal  consumer  debt 

•  Long-term  employment 

•  Significant  liquid  assets 

•  Down  payment  or  the  existence  of  equity  in  refi- 
nancing loans 

•  Little  or  no  increase  in  shelter  expense 

•  Military  benefits 

•  Satisfactory  home  ownership  experience 

•  High  residual  income 

•  Low  debt-to-income  ratio 

The  VA's  intention  to  advance  veterans'  best 
interests  is  perhaps  best  expressed  in  this  advice  to 
lenders:  "When  making  a  credit  determination  for  a 
VA-guaranteed  loan,  keep  in  mind  that  a  veteran's 
benefit  is  involved.  However,  it  serves  no  purpose  to 
approve  or  make  a  loan  to  a  veteran  who  would  be 
unable  to  meet  the  repayment  terms  or  is  not  a  sat- 
isfactory credit  risk.  Such  an  approval  would  be,  in 
fact,  a  disservice  since  it  could  well  result  in  the  vet- 
eran losing  the  home,  a  debt  being  owed  to  the  U.S. 
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government,  and  an  adverse  effect  on  the  veteran's 
credit  standing." 

Underwriters  are  encouraged  to  recognize  that 
there  are  those  whose  lifestyle,  minority  status  or 
location  require  consideration  of  extraordinary,  yet 
valid,  factors  in  the  underwriting  process,  and  to  give 
consideration  to  every  possible  appropriate  factor  in 
seeking  a  proper  basis  for  approving  loan  applica- 
tions for  every  qualified  veteran. 

Lock-In  Agreements 

The  VA  will  accept  agreements  between  lender  and  bor- 
rower to  lock  in  an  interest  rate  when  the  VA  maximum 
interest  rate  is  expected  to  change  prior  to  settlement. 

Lock-in  agreements  must  be  in  writing  and 
unconditional,  except  for  contingencies  for  approval 
of  the  property  and  of  the  borrower's  income  and 
credit.  The  agreement  must  be  signed  by  both  the  vet- 
eran and  the  lender.  The  agreement  must  be  for  a  spe- 
cific rate  of  interest  and  must  not  exceed  the  effective 
rate  on  the  date  of  the  agreement. 

The  agreement  may  specify  either  the  interest 
rate  only  or  the  interest  rate  and  the  number  of  dis- 
count points  payable  by  the  seller  (or  by  the  veteran 
in  case  of  refinancing  loans). 

Lock-in  agreements  are  typically  valid  for  45,  60, 
or  90  days.  Prior  to  the  expiration  of  a  lock-in  agree- 
ment, a  lender  and  borrower  may  agree  to  extend  the 
duration  of  the  agreement. 

No  fee  or  charge  may  be  imposed  against  the  vet- 
eran for  an  interest  rate  lock-in  agreement. 

Features  and  Requirements 
of  VA  Loans 

Occupancy 

Veterans  are  required  to  certify  that  they  intend  to 
occupy  the  home  as  their  principal  place  of  residence. 
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Occupancy  by  the  spouse  of  a  veteran  on  active  duty 
as  a  member  of  the  armed  forces  meets  the  requirement 
In  the  event  the  veteran  moves  to  another  home 
at  a  later  date,  he  or  she  may  rent  the  old  home 
financed  by  the  VA-guaranteed  loan. 

Down  Payment 

No  down  payment  is  required  by  the  VA  except  on 
GPMs.  However,  in  the  event  the  veteran  agrees  to 
a  purchase  price  in  excess  of  the  CRV,  the  veteran  is 
required  to  pay  cash  for  such  excess.  The  lender  may 
require  that  the  sum  of  the  available  entitlement  and 
the  down  payment  be  at  least  25%  of  the  CRV. 

Secondary  Financing 

The  VA  does  not  preclude  second  mortgages  in  con- 
junction with  the  VA  first  loan  to  obtain  funds  for  clos- 
ing costs,  provided  the  following  conditions  are  met. 

1 .  The  sum  of  the  VA  and  the  second  loans  may  not 
exceed  the  amount  of  the  CRV. 

2.  The  veteran  meets  the  qualification  require- 
ments based  on  payments  of  both  loans. 

3.  The  interest  rate  on  the  second  loan  does  not 
impose  an  undue  burden  on  the  veteran. 

4.  The  conditions  of  the  second  loan  do  not  impose 
an  undue  burden  on  the  veteran. 

Interest  Rate 

VA  home  loans  are  guaranteed  at  an  interest  rate 
negotiated  between  the  veteran  and  the  lender. 

Discount  Points 

Discount  points  may  be  paid  by  the  veteran  and  are 
negotiable.  Discount  points  may  not  be  included  in 
the  loan,  except  that  in  Interest  Rate  Reduction  Refi- 
nancing Loans  (IRRRLs)  a  maximum  of  2  points  may 
be  financed.  Veterans  may  pay  more  than  2  points 
on  IRRRLs,  but  must  pay  in  cash. 
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Closing  Costs 

Closing  costs  may  be  included  in  the  loan,  except  for 
prepaid  items  and  refinancing  purposes. 

Schedule  of  Allowable  Fees 
for  Loans  under  U.S.C.  1810 


1. 


2. 
3. 
4. 


5. 
6. 

7. 
8. 
9. 


Appraisal  and  compliance  inspection  fees,  and 
special  inspections  at  request  of  a  veteran  to  sat- 
isfy concerns  about  condition  of  the  property 
Recording  fees 
Credit  report 

That  portion  of  taxes,  assessments,  and  similar 
items  for  the  current  year  chargeable  to  the  bor- 
rower and  the  initial  lump-sum  payment  for  the 
tax  and  insurance  account 
Hazard  insurance 

Survey,  if  required  by  the  the  lender  or  veteran 
Title  examination  and  title  insurance 
VA  funding  fee 

Lenders  may  charge  a  maximum  loan  fee  of  1% 
of  the  loan  amount,  which  is  in  lieu  of  all  other 
charges  for  loan  origination. 


Funding  Fee  Table 

Active 

National 

Duty  or 

Guard/ 

Loan  Type 

Veteran 

Reservists 

Purchase/ 

0%  down 

2.15% 

2.40% 

construction 

Purchase/ 

5%  down 

1.50 

1.75 

construction 

Purchase/ 

10%  down 

1.25 

1.50 

construction 

Cash-out  refinance 

2.00 

2.75 

Rate  reduction  refinance 

0.50 

0.50 

Native  American  direct  loan 

1.25 

1.25 

Manufactured  homes 

1.00 

1.00 

Assumption 

0.50 

0.50 
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Vendee  loans  1.00  1.00 

Second  or  subsequent  use-        3.30  3.30 

Does  not  apply  on  IRRRLs 

or  on  purchase  or 

construction  loans  with  5% 

or  more  down  payment 

Permissible  Charges  and  Fees  for 
Refinancing  Loans 

1.  Reasonable  discount  points 

2.  Title  insurance  (no  escrow  fees) 

3.  Recording  fees  for  release  of  prior  loans 

4.  Cost  of  repair  and  inspections 

5.  Cost  of  termite  inspections  and  clearances 

Maximum  Term  of  Loan 

The  maximum  term  of  VA  loans  is  the  economic  life  of 
the  property  not  to  exceed  30  years  and  32  days.  In 
most  cases,  this  allows  for  the  first  payment  not  later 
than  60  days  after  closing  and  an  even  360  payments. 

Monthly  Payments 

All  VA  loans,  with  the  exception  of  term  loans,  GPMs, 
and  GEMs,  must  be  amortized  with  approximately 
equal  monthly  payments.  Under  VA  financing,  it  is  the 
lender's  responsibility  to  ascertain  that  property 
taxes  and  hazard  insurance  premiums  are  paid  when 
due.  Lenders,  therefore,  insist  that  the  monthly  pay- 
ments include  proportionate  amounts  for  taxes  and 
insurance. 

Escrow  Account 

Lenders  deposit  the  property  tax  and  hazard  insur- 
ance portion  of  the  monthly  payments  into  an  escrow 
account  from  which  to  pay  taxes  and  insurance  pre- 
miums when  due.  In  order  to  ascertain  that  sufficient 
funds  are  in  the  escrow  account  to  make  the  first 
tax  payment  after  the  loan  has  been  funded,  the 
lender  requires  that  the  buyer  deposit  a  certain  sum 
into  the  escrow  account  at  closing.  The  VA  has 
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revised  its  procedures  with  respect  to  surpluses  in 
escrow  accounts  so  that  they  are  in  line  with  the  Cran- 
ston-Gonzalez National  Affordable  Housing  Act  of 
1990.  The  new  policy  allows  a  loanholder/servicer 
to  release  surplus  escrow  accounts  offering  borrow- 
ers a  choice  of  options:  (1)  a  lump-sum  refund,  (2)  the 
surplus  to  be  used  to  reduce  or  pay  the  next  monthly 
payment(s);  or  (3)  the  surplus  to  be  used  to  reduce 
principal  or  several  other  options. 

Refinancing 

The  VA  allows  two  types  of  refinancing:  (1)  refinanc- 
ing of  an  existing  mortgage  secured  by  a  lien  on  a 
dwelling  owned  and  occupied  by  the  veteran  and  (2) 
an  interest  rate  reduction  refinancing  loan  (IRRRL), 
which  permits  restoration  of  used  entitlement. 

With  interest  rate  reduction  refinancing  loans, 
the  lender  may  pay  all  closing  costs  and  set  an  interest 
rate  high  enough  to  recover  the  advance  of  costs  (but 
the  rate  must  be  lower  than  the  loan  being  refi- 
nanced). A  fixed  rate  loan  may  be  refinanced  with  an 
ARM  as  long  as  the  initial  ARM  rate  is  lower  than  the 
fixed  rate;  unless  the  term  of  the  loan  is  shorter  [VA 
CIRC  26-99-12]. 

Under  the  Veterans  Benefits  Improvement  Act  of 
1994,  veterans  may  obtain  an  IRRRL  to  convert  their 
existing  VA-guaranteed  ARM  to  fixed  rate  loans  even 
if  the  interest  rate  is  higher  than  the  rate  of  the  ARM. 
The  interest  rate  on  the  new  fixed  rate  loan  may  be 
negotiated  between  the  veteran  and  the  lender.  A 
maximum  of  2  discount  points  may  be  included  in 
IRRRLs. 

Under  the  act,  IRRRLs  may  include  additional 
funds  for  energy  efficiency  improvements. 

The  following  table  shows  additional  features  of 
IRRRLs. 
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Liens  Other 

than  VA 

IRRRL* 

Guaranty 

Yes 

25%  of  loan, 

entitlement 

regardless  of 

required 

guaranty  on  the 
original  VA  loan, 
even  if  loan 
exceeds 
$184,000 

Cash  to  veteran 

Yes 

No 

Loan  limit 

90%ofCRVplus 

VA  loan  balance 

funding  fee 

+  closing  costs  + 
0.5%  funding  fee, 
but  no  discount 
points 

Must  veteran  own 

Yes 

Yes 

property? 

Must  veteran 

Yes 

No  (must  have 

occupy  property? 

once  occupied) 

Maximum  loan 

30  years  +  32 

Existing  VA  loan 

term 

days 

term +  10  yrs,  not 
to  exceed  30  yrs 
and  32  days 

Lien  of  record 

Yes 

Yes 

required 

OK  to  finance 

Yes 

No 

other  liens 

Appraisal  required 

Yes 

No 

Credit  package 

Yes 

No 

required 

*The  program  permits  restoration  of  used  entitlement  for  the  purpose 
of  refinancing  the  same  property  with  a  new  VA-guaranteed  loan. 

Veteran's  Liability 

Even  though  the  lender  is  compensated  by  the  VA 
for  any  loss  up  to  the  amount  of  the  guaranty,  the  vet- 
eran remains  liable  for  the  full  amount  of  his  or  her 
debt  to  the  U.S.  government  in  the  event  of  default 
and  foreclosure. 
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Assumption 

Prior  approval  The  VA  requires  prior  approval  to 
any  transfer  of  property  securing  VA  loans  committed 
or  closed  after  March  1, 1988,  unless  the  loan  is  paid 
in  full  at  the  time  of  transfer. 

VA  loans  for  which  commitments  were  made 
before  March  1, 1988,  remain  freely  assumable,  even 
by  nonveteran  buyers. 

Release  of  liability.  Upon  approval  of  the  pro- 
spective purchaser  as  an  acceptable  credit  risk,  and 
upon  full  assumption  of  liability  for  repayment  of  the 
loan  by  the  transferee  and  completion  of  the  sale,  the 
veteran  is  released  from  personal  liability  to  the  gov- 
ernment 

Substitution  of  entitlement.  Receiving  an 
approved  release  of  liability  will  not  restore  the  vet- 
eran-seller's loan  guaranty  entitlement  unless  the 
purchaser  is  a  veteran  who  has  sufficient  entitlement 
to  substitute  for  that  of  the  seller  and  consents  to  use 
his  or  her  entitlement  to  the  same  extent  the  entitle- 
ment of  the  veteran-transferor  had  been  used  origi- 
nally. In  addition,  the  veteran-buyer  must  certify  that 
he  or  she  will  occupy  the  property  as  his  or  her  prin- 
cipal residence. 

Prepayment.  There  is  no  prepayment  penalty  if 
a  VA  loan  is  partially  or  fully  prepaid  at  any  time. 

Transfers  Requiring  No  VA  Approval 

1.  Creation  of  a  lien  subordinate  to  the  lender's  mort- 
gage, which  does  not  transfer  right  of  occupancy 

2.  Creation  of  a  purchase  money  security  interest 
for  household  appliances 

3.  Transfer  by  devise,  descent,  or  operation  of  law 
on  the  death  of  a  joint  tenant  or  tenant  by  the 
entirety 

4.  Granting  of  a  lease  of  three  years  or  less  not  con- 
taining an  option  to  purchase 

5.  Transfer  to  a  relative  resulting  from  the  death 
of  a  borrower 
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6.  Transfer  when  the  spouse  or  children  of  the  bor- 
rower become  joint  owner(s)  of  the  property  with 
the  borrower 

7.  Transfer  resulting  from  divorce,  legal  separation, 
or  property  settlement 

8.  Transfer  into  an  inter  vivos  trust,  which  does  not 
relate  to  a  transfer  of  occupancy  rights,  in  which 
the  borrower  remains  a  beneficiary 

9.  Installment  contracts  of  sale  calling  for  transfer 
of  title  after  a  certain  period,  provided  that  VA 
approval  is  required  at  time  of  actual  transfer 

Joint  Loans 

To  determine  whether  income  and  credit  requirements 
are  met  for  joint  loans,  the  VA  considers  the  income 
and  credit  of  both  the  veteran  and  the  other  person 
joining  in  title.  Income  and  assets  of  each  party  are 
combined  to  determine  whether  there  is  sufficient  total 
income  available  to  repay  the  loan  (if  the  veteran  alone 
cannot  qualify)  and  adequate  liquidity  to  cover  any 
required  down  payment  This  policy  also  applies  to 
loans  in  which  two  or  more  veterans  intend  to  use  their 
entitlement  and  take  title  jointly.  The  only  exception 
is  a  joint  loan  involving  a  veteran  and  a  nonveteran 
who  is  not  the  veteran's  spouse,  when  the  veteran's 
income  must  be  sufficient  to  repay  at  least  that  portion 
of  the  loan  allocable  to  the  veteran's  interest  in  the 
property,  and  the  nonveteran's  income  must  be  ade- 
quate to  cover  the  balance  of  the  payment  obligation. 

Option  Agreement 

The  following  agreement  must  be  included  in  or  pre- 
sented as  an  amendment  to  purchase  agreements  pro- 
viding for  VA-guaranteed  financing. 

In  the  event  of  VA  financing,  it  is  expressly 
agreed  that,  notwithstanding  any  other  provisions  of 
this  contract,  the  Buyer  shall  not  incur  any  penalty 
by  forfeiture  of  earnest  money  or  otherwise  be  obli- 
gated to  complete  the  purchase  of  the  property, 
described  herein,  if  the  contract  purchase  price  or 
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cost  exceeds  the  Reasonable  Value  of  the  property 
established  by  the  VA.  The  Buyer  shall  however,  have 
the  privilege  and  option  of  proceeding  with  the  con- 
summation of  this  contract  without  regards  to  the 
amount  of  the  Reasonable  Value  established  by  the 
VA.  Escrow  fee  to  be  paid  by  Seller. 

Manufactured-Home 
Financing 

A  manufactured  home  that  has  been  permanently 
affixed  to  the  land  on  a  permanent  foundation  is  eli- 
gible for  guaranty  as  is  any  other  home.  The  unit  must 
have  been  built  in  conformance  with  the  Federal  Man- 
ufactured Home  Construction  and  Safety  Standards, 
or  must  comply  with  the  VA's  minimum  property 
requirements  as  applicable.  The  home  and  land  must 
be  taxed  as  real  property  under  each  state's  real  prop- 
erty laws.  The  same  interest  rates,  loan  amounts,  and 
so  forth,  are  specified  as  on  any  other  VA  home  loan. 
The  VA  is  authorized  to  guarantee  loans  for 

1.  the  purchase  of  a  manufactured  home  to  be  per- 
manently affixed  to  a  lot  already  owned  by  the  vet- 
eran; 

2.  the  purchase  of  a  manufactured  home  and  a  lot 
to  which  the  home  will  be  permanently  affixed; 

3.  the  refinance  of  an  existing  VA-guaranteed  loan 
that  is  secured  by  a  manufactured  home  perma- 
nently affixed  to  a  lot  owned  by  the  veteran;  and 

4.  the  refinance  of  an  existing  loan  made  for  the  pur- 
chase of,  and  secured  by,  a  manufactured  home 
permanently  affixed  to  a  lot,  and  the  purchase  of 
the  lot  to  which  the  home  is  affixed. 

Manufactured  homes  are  eligible  for  guarantee 
by  the  VA  under  a  separate  program  that  includes 

•  a  loan  of  95%  of  the  purchase  price; 

•  a  maximum  guarantee  of  $20,000; 

•  a  maximum  guarantee  of  40%  of  the  loan; 
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•  a  maximum  interest  rate  permitted  that  is  higher 
than  that  for  normal  VA  loans;  and 

•  maximum  loan  terms  of  15  to  25  years. 

Graduated  Payment 
Mortgage  (GPM) 

Since  November  1981,  the  VA  has  been  authorized 
to  guaranty  graduated  payment  mortgages,  allowing 
lower  monthly  payments  than  for  a  fixed  payment 
mortgage  during  the  first  year  and  increasing  annu- 
ally by  a  fixed  percentage  for  a  stated  graduation 
period.  At  the  end  of  the  graduation  period,  the  pay- 
ments remain  level  for  the  remainder  of  the  loan.  The 
reduction  in  the  initial  monthly  payments  is  accom- 
plished by  deferring  a  portion  of  the  interest  due  and 
adding  that  interest  to  the  principal  balance.  This 
causes  the  outstanding  balance  to  increase  during 
the  graduation  period,  an  effect  known  as  negative 
amortization. 

Provisions  Applying  to  VA  GPMs 

•  The  initial  principal  amount  of  the  loan  may  not 
exceed  the  reasonable  value  of  the  property  at  the 
time  the  loan  is  made. 

•  The  principal  amount  of  the  loan  thereafter 
(including  the  amount  of  all  interest  deferred  and 
added  to  principal)  may  not  at  any  time  be  sched- 
uled to  exceed  the  projected  value  of  the  property. 

•  The  projected  value  of  the  property  may  be  cal- 
culated by  increasing  the  reasonable  value  of  the 
property  from  the  time  the  loan  is  made  at  a  rate 
not  in  excess  of  2.5%  per  year,  but  not  to  exceed 
115%  of  the  reasonable  value.  This  value  projec- 
tion is  applicable  only  to  new  construction  or 
existing  homes  not  previously  occupied. 

•  GPMs  are  limited  to  the  acquisition  of  single-fam- 
ily units.  This  includes  the  purchase  of  new  or 
existing  homes,  condominium  units  in  VA- 
approved  projects,  and  existing  homes  for  which 
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the  loan  also  includes  funds  for  energy  conserva- 
tion improvements. 

Amortization  Plan 

Plan  III  under  FHA  Section  245  is  the  only  amortiza- 
tion plan  authorized  for  VA  GPMs.  This  plan  provides 
for  increasing  loan  payments  at  a  rate  of  7.5%  per  year 
for  the  first  five  years,  increasing  at  annual  intervals. 
At  the  beginning  of  the  sixth  year,  the  payments 
become  level  for  the  remaining  term  of  the  loan. 

Down  Payment 

Because  the  outstanding  loan  balance  increases  dur- 
ing the  graduation  period,  a  down  payment  is  required 
to  prevent  the  loan  balance  from  exceeding  the  CRV. 
The  down  payment  must  be  paid  in  cash  from  the  vet- 
eran's own  resources.  For  existing  homes,  the  amount 
of  the  down  payment  is  equal  to  the  highest  amount 
of  negative  amortization  that  occurs  during  the  grad- 
uation period.  For  new  homes,  the  maximum  VA  GPM 
loan  amount  is  97.5%  of  the  CRV  or  the  purchase 
price,  whichever  is  less,  at  the  time  the  loan  is  made. 

Credit  Underwriting 

In  determining  whether  a  veteran-applicant  meets 
statutory  income  requirements  for  a  GPM,  the  loan 
analysis  is  based  on  the  first  year's  payment  only 
when  there  are  strong  indications  that  the  income  to 
support  the  application  can  be  reasonably  expected 
to  keep  pace  with  increases  in  monthly  mortgage  pay- 
ments. In  the  absence  of  such  strong  indications,  the 
GPM  is  underwritten  based  on  the  payment  that 
would  apply  if  the  loan  were  a  fixed  rate  loan  at  the 
current  maximum  VA  interest  rate. 
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Computing  the  Amount  of  Down 
Payment 

1.   Find  the  GPM  factor  for  the  applicable  interest 
rate  on  the  following  table. 


Int. 

GPM 

Int. 

GPM 

Rate 

Factor 

Rate 

Factor 

7%% 

1.0280728 

8 

1.0309550 

12% 

1.0787075 

m 

1.0341945 

12% 

1.0815692 

8% 

1.0373748 

12% 

1.0843740 

8% 

1.0404961 

12% 

1.0871336 

9 

1.0435617 

13 

1.0898424 

m 

1.0465678 

13% 

1.0925044 

9% 

1.0495186 

13% 

1.0951202 

9% 

1.0524197 

13% 

1.0976904 

10 

1.0552637 

14 

1.1002174 

10% 

1.0580559 

14% 

1.1026993 

10% 

1.0607998 

14% 

1.1051467 

10% 

1.0635966 

14% 

1.1075476 

11 

1.0667347 

15 

1.1099107 

11% 

1.0698110 

15% 

1.1122353 

11% 

1.0728295 

15% 

1.1145245 

11% 

1.0757962 

15% 

1.1167789 

2.  Find  the  maximum  original  loan  amount  by 
dividing  the  reasonable  value  of  the  property  by 
the  GPM  factor,  and  round  down  to  the  nearest 
dollar. 

3.  The  minimum  down  payment  equals  the  reason- 
able value  minus  the  maximum  original  loan 
amount  found  in  Step  2. 

Buydown  Program 

Under  the  buydown  program,  sellers  (usually  build- 
ers) may  temporarily  reduce  buyers'  loan  payments 
during  the  initial  years  of  a  mortgage  by  depositing 
buydown  funds  into  a  third  party  escrow  without 
recourse.  The  buydown  funds  must  be  beyond  the 
reach  of  prospective  creditors  of  the  builder-seller, 
lender,  or  borrower.  The  funds  must  be  used  to 
reduce  the  buyer's  loan  payment  and  may  not  be  used 
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to  pay  past  due  monthly  loan  payments.  The  maxi- 
mum loan  may  not  exceed  the  CRV  and  funding  fee. 

Credit  Underwriting 

Underwriting  based  on  full  payment  amount.  Credit 
underwriting  for  loans  with  buydown  plans  is  based 
on  the  full  payment  amount,  except  when  there  are 
strong  indicators  that  the  purchaser's  income  used 
to  support  the  application  can  reasonably  be 
expected  to  keep  pace  with  the  increases  in  the 
monthly  mortgage  payments. 

Underwriting  based  on  the  first  year's  payment 
amount  For  loans  based  on  the  first  year's  payment 
amount  (the  buydown  rate),  there  must  be  strong 
indications  that  income  used  to  support  the  applica- 
tion will  increase  to  cover  the  yearly  increases  in  loan 
payments,  and  the  following  criteria  must  be  met. 

Assistance  payments  will  run  for  a  minimum  of 
one  year.  Scheduled  reductions  in  the  assistance  pay- 
ments must  occur  annually  on  the  anniversary  of  the 
first  mortgage  payment.  The  annual  payment 
increases  must  be  in  equal,  or  approximately  equal, 
amounts.  Alternately,  when  the  subsidy  is  calculated 
by  setting  the  veteran's  initial  payments  to  a  lower 
interest  rate,  the  reduction  in  the  assistance  pay- 
ments may  be  accomplished  through  equal  annual 
increases  in  that  interest  rate. 

Seller  Concessions 

For  VA  purposes,  a  seller  concession  is  defined  as  any- 
thing of  value  added  to  the  transaction  by  the  builder- 
seller  for  which  the  buyer  pays  nothing  additional  and 
that  the  builder-seller  is  not  customarily  expected  or 
required  to  pay  or  provide. 

Such  concessions  include  payment  by  the  seller 
of  the  buyer's  VA  funding  fee,  prepaid  taxes  and  insur- 
ance, gifts  such  as  a  television  set  or  microwave  oven, 
extra  discount  points  paid  to  provide  temporary  inter- 
est rate  buydowns,  or  the  payoff  of  credit  balances 
on  behalf  of  the  buyer. 
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Any  concession  or  combination  of  concessions 
that  exceeds  4%  of  the  established  reasonable  value 
of  the  property  is  considered  excessive  for  VA  loan 
purposes.  Normal  discount  points  and  payment  of  the 
buyer's  closing  costs  are  not  considered  a  concession 
for  purposes  of  determining  if  total  concessions  are 
within  the  established  limit. 


: 
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SELLER  FINANCING 

Although  seller  financing  may  be  in  the  best  interest 
of  a  seller  in  certain  circumstances,  such  as  spreading 
tax  on  profit  from  the  sale  over  a  number  of  years  or 
for  investment  reasons,  it  is  usually  done  to  induce 
a  sale  by  assisting  the  buyer  in  some  way. 

Seller  financing  can  take  many  different  forms, 
including  purchase-money  mortgage,  buydown, 
wraparound  mortgage,  lease  with  option  to  purchase, 
installment  sale,  or  various  degrees  of  seller-paid  con- 
tributions. 

Contributions 

A  contribution  (also  called  financing  concession)  is 
the  payment  of  a  cost  typically  paid  by  the  buyer,  but 
is  instead  paid  by  the  seller  or  a  third  party.  Contri- 
butions can  include  title  insurance  premiums,  dis- 
count points,  mortgage  insurance  premium,  surveys, 
recording  fees,  attorney's  fees,  prepaid  items,  deco- 
rating allowances,  moving  costs,  personal  property, 
and  seller-paid  buydowns,  or  financing  costs. 

Lenders  may  also  make  contributions  to  cash- 
poor  but  otherwise  qualified  buyers  in  return  for  a 
higher  interest  rate,  which  is  called  premium  pricing. 
In  a  market  of  increasing  interest  rates  when  fewer 
buyers  can  qualify,  lenders  may  rely  more  on  pre- 
mium pricing  to  capture  a  larger  market  share. 

Buydowns 

Buydown  is  a  form  of  seller  contribution  to  help  a 
buyer  qualify  for  a  new  institutional  loan  by  paying 
the  lender  a  lump  sum  in  return  for  reducing  the 
buyer's  interest  rate,  either  for  the  life  of  the  loan  (per- 
manent buydown)  or  for  a  period  of  years  (temporary 
buydown).  The  lump-sum  payment  increases  the 
lender's  yield  and  has  an  effect  similar  to  collecting 
discount  points  in  lieu  of  a  lower  interest  rate. 
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Permanent  Buydown 

The  generally  used  rule  of  thumb  is  that  it  takes  a 
lump-sum  payment  of  8%  to  reduce  the  interest  rate 
of  a  30-year  loan  by  1%.  Thus,  $8,000  is  required  to 
reduce  the  rate  of  a  $100,000,  30-year  loan  by  1%. 

Temporary  Buydown 

Temporary  buydowns  reduce  the  interest  rate,  either 
by  level  payments  or  progressively  increasing  pay- 
ments over  the  first  few  years  of  a  loan.  Buydown  con- 
tributions may  come  from  the  seller,  borrower, 
lender,  or  other  interested  third  party. 

Borrowers  must  justify  the  increase  in  payments 
by  the  likelihood  of  increased  income,  and  limitations 
are  imposed  for  conventional,  FHA,  and  VA  loans,  as 
shown  in  the  chart  below. 


Fannie  Mae  Limitations  of 

Buydown  Contributions 

Occupancy 

Contributions 

Type    ' 

LTV 

Limited  to 

Investment 

Fixed  Rate- 

2%  of  Sales  Price 

Property 

Regardless 
of  LTV 

or  Appr.  Value 

Principal 

LTV  over  90% 

3%  of  Sales  Price 

Residence 

or  Appr.  Value 

Principal 

LTV  90%  or  less 

6%  of  Sales  Price 

Residence 

or  Appr.  Value 

Second  Home 

LTV  80%  or  less 

6%  of  Sales  Price 
or  Appr.  Value 

If  seller  contributions  exceed  the  limits,  the  excess 
must  be  deducted  from  the  sales  price  or  appraised 
value  before  calculating  the  maximum  loan  amount. 

FHA  Limitations  of 
Buydown  Contributions 

1 .   It  must  be  a  fixed  rate  loan  on  an  owner-occupied 
principal  residence. 
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2.  The  underwriting  is  based  on  a  maximum  inter- 
est rate  reduction  of  2%  below  note  rate. 

3.  The  increase  in  interest  rate  is  limited  to  1%  once 
a  year. 

4.  The  lender  must  establish  that  the  eventual 
increase  in  payments  will  not  adversely  affect  the 
borrower  and  likely  lead  to  default.  One  of  the 
following  criteria  must  be  met. 

a.  Potential  for  increased  income  to  offset  sched- 
uled payment  increases,  as  indicated  by  job 
training  or  education  in  the  borrower's  pro- 
fession or  by  a  history  of  advancement  in  the 
borrower's  career  with  attendant  increases  in 
earnings 

b.  A  demonstrated  ability  to  manage  financial 
obligations  in  such  a  way  that  a  greater  por- 
tion of  income  may  be  devoted  to  housing 
expense 

c.  Substantial  assets  to  cushion  the  effect  of 
increased  payments 

d.  Borrower's  cash  investment  that  substantially 
exceeds  the  minimum  required 

5.  Applicable  to  all  ARMs,  lenders  may  no  longer 
permit  seller  or  other  contributions,  no  matter 
the  source,  to  be  used  to  make  mortgage  interest 
payments.  This  applies  to  all  ARMs  regardless  of 
the  length  of  time  the  account  would  fund  the 
mortgage  interest  payments. 

VA  Buydown  Requirements 

Under  the  VA  buydown  program,  sellers  may  tempo- 
rarily reduce  buyers'  loan  payments  during  the  initial 
years  of  a  mortgage  by  depositing  buydown  funds 
into  a  third  party  escrow  without  recourse.  The  buy- 
down  funds  must  be  beyond  the  reach  of  prospective 
creditors  of  the  builder-seller,  lender,  or  borrower. 
The  funds  must  be  used  to  reduce  the  buyer's  loan 
payment  and  may  not  be  used  to  pay  past  due  monthly 
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loan  payments.  The  maximum  loan  may  not  exceed 
the  CRV. 

There  must  be  strong  indications  that  income 
used  to  support  the  application  will  increase  to  cover 
the  yearly  increases  in  loan  payments,  and  the  fol- 
lowing criteria  must  be  met. 

•  Assistance  payments  will  run  for  a  minimum  of 
one  year. 

•  Scheduled  reductions  in  the  assistance  payments 
must  occur  annually  on  the  anniversary  of  the 
first  mortgage  payment. 

•  The  annual  payment  increases  must  be  in  equal 
or  approximately  equal  amounts. 

Purchase-Money  Mortgage 

When  a  seller  accepts  a  note  that  is  secured  by  a  mort- 
gage or  deed  of  trust  on  the  property  for  all  or  part 
of  the  purchase  price,  it  is  referred  to  as  a  purchase- 
money  mortgage. 

Primary  Seller  Financing 

A  seller  whose  property  is  free  and  clear  of  any  mort- 
gages or  other  liens  may  consider  carrying  a  first  note 
secured  by  a  mortgage  or  deed  of  trust  on  the  property, 
or  a  contract  of  sale,  either  for  tax  reasons  (as  described 
in  the  tax  section  of  the  Realty  Bluebook  under  the 
heading  Installment  Sales)  or  as  an  investment. 

Although  the  seller  may  benefit  from  financing 
the  entire  purchase,  the  buyer  benefits  in  saving  orig- 
ination fees,  discount  points,  flexibility  in  terms  to 
suit  the  buyer's  needs,  and  more  lenient  qualification. 
Consequently,  a  seller  who  offers  these  benefits  can 
usually  command  a  higher  price. 

Secondary  Seller  Financing 

Secondary  seller  financing  is  generally  used  as  a  mar- 
keting tool  to  supplement  a  buyer's  required  cash  for 
down  payment  and  closing  costs,  and  also  to  help  a 
buyer  qualify  for  a  new  first  loan  from  an  institutional 
lender. 
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In  structuring  the  second  purchase-money  mort- 
gage, the  broker  needs  to  be  aware  of  restrictions 
imposed  by  Fannie  Mae,  FHA,  and  VA  as  shown  in 
the  summary  of  requirements  for  second  loans. 

Examples 

A  particular  buyer  has  10%  cash  for  down  payment 
but  cannot  qualify  for  a  new  first  loan.  The  seller 
offers  to  carry  a  second  mortgage  with  the  following 
types  of  financing: 

•  Conventional  financing.  The  seller  offers  to 
carry  a  second  for  15%  of  the  appraised  value, 
thus  reducing  the  LTV  of  the  first  loan  from  90% 
to  75%  (the  maximum  LTV  allowed  with  second- 
ary financing).  Additionally,  the  seller  accepts 
interest  payments  only  and  a  balloon  payment  in 
five  years  (permitted  with  conventional  financ- 
ing). The  result  is  that  the  sum  of  monthly  pay- 
ments on  both  first  and  second  is  reduced  to 
enable  the  buyer  to  qualify. 

•  FHA  financing.  A  similar  scenario  could  be  struc- 
tured with  the  combined  amount  of  first  and  sec- 
ond limited  to  the  maximum  FHA  loan  amount 
(see  section  on  FHA  Financing  under  the  heading 
Calculating  the  Maximum  Loan)  and  the  balloon 
payment  not  due  before  ten  years. 

•  The  VA  may  approve  secondary  seller  financing, 
provided  that  the  sum  of  the  VA  loan  and  the  sec- 
ond does  not  exceed  the  certificate  of  reasonable 
value,  and  that  the  interest  rate  of  the  second  does 
not  exceed  the  rate  of  the  VA  loan. 

Note  that  in  all  three  cases  the  buyer  must  qualify 
for  the  combined  payments  of  first  and  second  loans. 

Seller's  Risk  and  Broker's  Liability 

Needless  to  say,  the  seller's  risk  in  carrying  a  mort- 
gage increases  proportionately  with  the  amount  of  the 
note,  the  buyer's  cash  investment,  the  degree  of  the 
buyer's  creditworthiness,  the  amount  of  periodic  pay- 
ments and  the  maturity  of  the  loan.  The  broker  struc- 
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turing  the  transaction  (down  payment,  the  buyer's 
creditworthiness  and  qualification,  interest  rate,  loan 
term,  balloon  payment,  insurance  coverage,  etc.)  may 
be  held  liable  for  errors  and  should  take  the  utmost 
care  in  the  performance  of  his  or  her  duties.  A  seller 
entering  into  such  a  sale  should  be  aware  of  the  effect 
the  transaction  may  have  on  his  or  her  tax  liability, 
and  the  real  estate  broker  or  agent  should  advise  the 
seller  to  consult  his  or  her  legal  counsel  before  enter- 
ing into  such  a  transaction.  Such  a  disclaimer  should 
also  be  included  in  the  purchase  agreement. 

Market  for  Purchase-Money  Mortgages 

Notes  secured  by  a  first  or  second  deed  of  trust  (or 
mortgage)  on  real  property  are  negotiable  instru- 
ments and  have  a  cash  value  that  is  normally  lower 
than  the  face  value  of  the  note.  The  difference 
between  the  face  value  and  cash  value  of  the  note  is 
called  the  discount  Brokers  can  usually  find  private 
investors  who  buy  such  notes,  provided  the  bor- 
rower's equity  in  the  property  and  his  or  her  credit- 
worthiness meet  the  investor's  standards,  at  a 
discount  in  order  to  realize  a  required  return  (yield) 
on  their  cash  investment. 

The  discount  needed  to  obtain  the  required  yield 
depends  upon  the  following  terms  included  in  the 
note: 

1.  interest  rate; 

2.  payoff  rate  (the  amount  of  monthly  payments 
expressed  as  a  percentage  of  the  face  value  of 
the  note); 

3.  due  date  (the  date  the  remaining  balance 
becomes  due  and  payable  in  full,  referred  to  as 
a  balloon  payment);  and 

4.  transferability  (whether  the  note  includes  a  due- 
on-sale  clause). 

Equity  is  the  difference  between  the  fair  mar- 
ket value  of  the  property  and  the  total  amount  of 
outstanding  loans  against  the  property.  Equity, 
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therefore,  represents  the  capital  investment  a  bor- 
rower has  in  the  property.  Equity  is  an  essential  fac- 
tor in  determining  the  marketability  of  a  note.  The 
smaller  the  equity,  the  greater  the  risk  for  the 
holder  of  the  note.  When  the  equity  is  too  small, 
foreclosure  and  resale  costs  could  easily  exceed  the 
equity  in  the  event  the  borrower  were  to  default. 

Examples 

1.  Smith  purchases  a  home  from  Brown  for 
$100,000. 

2.  Smith  obtains  a  new  conventional  loan  of 
$70,000  for  30  years  payable  at  $829.50  per 
month  including  interest  at  14%  per  annum. 

3.  Smith  executes  a  note  secured  by  a  second  deed 
of  trust  in  favor  of  Brown  for  $10,000,  payable 
at  $150  per  month  or  more  including  interest  at 
13%,  due  and  payable  eight  years  from  date  of 
note  or  upon  sale  of  the  property. 

4.  Smith  pays  Brown  the  balance  of  $20,000  in  cash. 

5.  Smith  has  a  good  credit  rating,  has  no  current 
debts,  has  a  dependable  monthly  salary  of 
$2,000,  and  has  been  employed  for  five  years. 

6.  Three  weeks  after  the  close  of  escrow,  Brown 
decides  to  sell  the  note  and  asks  his  broker  how 
much  cash  he  can  get  for  the  note. 

7.  In  view  of  the  terms  of  the  note,  Smith's  credit 
standing,  his  income  and  his  equity  in  the  prop- 
erty, the  broker  finds  investor  Green,  who  offers 
to  buy  the  note  at  a  discount  of  10%,  giving  Smith 
a  yield  of  about  16%  on  his  investment 

To  protect  the  buyer  in  the  above  example,  the 
broker  structured  the  terms  of  the  second  loan  so  that 
the  buyer  could  make  the  balloon  payment  from  the 
proceeds  of  refinancing  the  first  loan  at  the  time  the 
balloon  payment  came  due.  This  is  demonstrated  in 
the  following  scenario. 

Eight  years  after  purchasing  the  property,  Smith 
faces  a  balloon  payment  of  $3,025.  The  unpaid  bal- 
ance of  the  first  loan  at  the  end  of  eight  years  is 
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$67,760.  The  combined  total  outstanding  balance  of 
first  and  second  loans  is,  therefore,  $70,785,  which 
is  the  amount  needed  to  refinance  at  the  end  of  eight 
years  to  eliminate  the  second  loan.  Note  that  this  is 
about  the  same  amount  as  that  of  the  original  first 
loan. 

As  an  alternative,  Smith  could  have  eliminated 
any  balloon  payment  by  increasing  his  monthly  pay- 
ments on  the  second  mortgage  from  S150  to  $168. 

Wraparound  or 
All-inclusive  Deed  of  Trust 

A  wraparound  mortgage  includes  the  remaining  bal- 
ance of  an  existing  first  mortgage  (to  which  it  is  sub- 
ordinate) plus  an  additional  amount  carried  by  the 
seller.  It  is  similar  to  a  contract  of  sale,  except  that 
title  to  the  property  is  actually  transferred  and  may 
be  insured  by  a  policy  of  title  insurance.  When  a  deed 
of  trust  is  used  rather  than  a  mortgage  instrument, 
it  is  usually  referred  to  as  an  all-inclusive  deed  of 
trusty  but  has  also  been  known  as  a  hold-harmless, 
overriding,  or  overlapping  deed  of  trust. 

When  May  a  Wraparound  Not  Be  Used? 

A  wraparound  may  not  be  used  unless  there  is  no 
acceleration  or  any  other  alienation  clause  in  any  of 
the  mortgages  or  deeds  of  trust  that  are  to  remain 
on  the  subject  property.  Sometimes  these  may  be 
removed  by  agreement  with  the  beneficiary. 

The  use  of  a  wraparound  when  the  underlying 
loan  is  an  ARM  should  also  be  avoided. 

When  Is  It  Desirable  To  Use  a 
Wraparound? 

1.  When  there  is  a  locked-in  loan  on  the  subject 
property 

2.  When  the  seller  is  anxious  to  sell  but  has  a  poor- 
risk  buyer  with  a  small  down  payment  who  is  will- 
ing to  purchase  the  property 
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3.  When  there  is  an  overpriced  property  and  the 
seller  is  firm  as  to  the  price,  but  not  as  to  the 
terms  of  sale 

4.  When  the  seller  does  not  want  to  lose  the  benefit 
of  a  present  low-interest  loan  but  is  still  anxious 
to  sell,  thereby  retaining  the  use  of  funds  already 
provided  by  the  present  financing 

5.  When  there  is  little  time  to  shop  for  loans  and/ 
or  little  likelihood  of  the  new  buyer's  qualifying 
for  same 

6.  When  there  is  insufficient  cash  down  payment 
offered  and  the  seller  must  carry  back  a  large  pur- 
chase-money trust  deed 

Advantages  to  Seller 

1.  Retains  the  good  terms  of  the  present  financing 
should  it  become  necessary  to  repossess  the  sub- 
ject property  at  some  future  date 

2.  Probably  is  the  only  practical  way  of  disposing 
of  a  property  that  has  a  locked-in  loan  against  it 
without  being  forced  to  negotiate  with  the  same 
lender  for  additional  funds  or  for  loan  assump- 
tion 

3.  Can  obtain  a  much  higher  effective  interest  on 
the  true  value  of  the  all-inclusive  trust  deed 

4.  Can  cash  out  the  all-inclusive  trust  deed  at  a 
lower  discount  rate  than  a  similar  purchase- 
money  trust  deed  because  of  the  higher  effective 
rate  of  interest  generated 

5.  Can  obtain  a  higher  price  for  the  property 
because  seller  can  afford  to  give  better  terms  on 
the  balance  (apparent  terms) 

6.  Better  than  a  contract  of  sale  because  property 
may  be  repossessed  by  trustee  sale,  while  a  con- 
tract sometimes  requires  a  court  judgment  in 
order  to  be  canceled 
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Advantages  to  Buyer 

1.  Can  acquire  a  much  larger  property  for  the  same 
down  payment 

2.  Can  now  purchase  property  for  which  he  or  she 
normally  could  not  qualify  were  it  necessary  to 
apply  for  new  financing 

3.  Can  generate  greater  tax  benefits  through 
adjustment  of  price  and  terms 

4.  Saves  cost  of  new  loan  appraisal  fees,  new  loan 
points,  and  loan  escrow  fees 

5.  Saves  time  required  to  make  application,  or 
shop,  for  new  loans 

6.  Can  tailor  the  cash  spendable  return  to  suit  his 
or  her  needs  more  easily 

7.  Acquires  title  to  the  subject  property  with  an 
owner's  policy  of  title  insurance;  while  with  a 
contract  of  sale,  he  or  she  would  not 

8.  Can  afford  to  overpay  for  the  property  by  adjust- 
ing the  terms  of  the  all-inclusive  trust  deed  to 
compensate  for  the  overpayment 

9.  Is  responsible  for  only  one  loan  payment,  rather 
than  two  or  more 

Precautions  for  Protection  of  Seller 

1.  Impound  sufficient  funds  to  cover  cost  of  taxes 
and  insurance. 

2.  Have  the  right  to  approve  all  leases  that  might 
have  a  detrimental  effect  on  the  value  of  the  prop- 
erty (i.e.,  leases  with  prepaid  rent  provisions 
where  the  buyer  may  take  the  funds  and  then 
walk  away  from  the  property). 

3.  Provide  for  the  availability  of  funds  when 
required  to  meet  due  dates  of  the  senior  loans 
remaining  on  the  property. 

4.  Limit  or  forbid  the  use  of  another  all-inclusive 
trust  deed  on  resale. 

5.  Have  the  right  to  refinance  the  property  at  any 
time,  or  at  a  specified  time  should  certain  events 
occur  (e.g.,  expiration  of  lock-in  clause  on  exist- 
ing loan). 
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6.  Assume  the  present  loans  at  some  time. 

7.  Spell  out  the  exact  circumstances  that  will  bring 
about  default,  the  exact  amount  that  will  be  in 
default,  and  the  exact  procedure  to  be  followed 
upon  foreclosure. 

Precautions  for  Protection  of  Buyer 

1.  Have  some  method  of  preventing  the  property 
from  being  lost  through  the  failure  of  the  seller 
to  meet  the  payments  or  other  terms  of  the  senior 
loans  of  record. 

2.  Desirable  to  make  the  payments  of  the  all-inclu- 
sive trust  deed  payable  to  a  neutral  collection 
agency,  such  as  a  bank  or  to  a  trust  specifically 
set  up  for  that  purpose.  Cost  of  setting  up  these 
arrangements  must  be  considered,  as  well  as  who 
shall  be  billed  for  same. 

3.  Should  the  payment  on  the  all-inclusive  trust 
deed  not  be  sufficient  to  cover  the  payments 
needed  to  pay  the  senior  remaining  loans  of 
record,  some  provision  to  provide  them. 

4.  Desirable  for  the  buyer  to  have  the  right  to 
assume  one  or  all  of  the  senior  loans  of  record 
upon  a  certain  event,  such  as  a  lump-sum  pay- 
ment of  X  dollars. 

Procedure  To  Set  Up  an  All-Inclusive 
Trust  Deed 

1.  Examine  the  existing  trust  deeds  and  notes,  and 
ascertain  the  following: 

a.  Is  there  any  acceleration  clause  that  becomes 
effective  upon  the  change  of  ownership  of  the 
property?  (alienation  clause)  If  there  is,  then 
stop  right  here.  The  all-inclusive  may  not  be 
used  unless  this  clause  is  removed.  You  might 
be  able  to  pay  it  off  or  renegotiate  it. 

b.  Note  the  exact  balance  of  each  trust  deed  as 
of  the  projected  transfer  date. 
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BUYER'S 
EQUITY . 


ALL- 
INCLUSIVE 
T.D. 
$90,000   - 


$925/Mo. 
incl.  12%  Int. 


$10,000 
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SELLER'S 

-  EQUITY 

$90,000 

-  $50,000 

=  $40,000 


$20,000 
_2nd  T.D. 
$200/Mo. 
incl.  10%  Int. 


$30,000 
—  1st  T.D. 
$220/Mo. 
incl.  8%  Int. 


Seller  gets  12%  x  $90,000  =  $10,800  Int. 
and  pays     10%  x  $20,000 

8%  x  $30,000  =  $  4,400  Int. 

Seller  nets $  6,400  Int. 

on  T.D.  Equity  of  $40,000  or 

16%  Effective  Interest 
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c.  Note  the  monthly  payments,  interest  rate,  and 
dates  and  amounts  of  any  balloon  payments 
due  (both  partial  balloon  payments  or  final). 

d.  Determine  the  amount  of  monthly  payments 
necessary  to  make  the  payments  on  all  of  the 
senior  loans  in  addition  to  funds  necessary  to 
cover  the  tax  and  insurance  impounds  (if 
required  by  seller). 

2.  Decide  what  the  monthly  payments  on  the  all- 
inclusive  trust  deed  shall  be  and  draw  up  a  sched- 
ule for  same,  including  the 

a.  total  value  of  the  all-inclusive  (total  price 
minus  down  payment); 

b.  interest  rate  to  be  charged  on  the  all-inclusive 
trust  deed;  and 

c.  partial  balloon  payment  or  total  balloon  pay- 
ments and  due  dates  of  remaining  senior 
loans. 

3.  Decide  who  is  to  collect  and  disburse  the  pay- 
ments on  the  all-inclusive  trust  deed:  the  seller, 
bank,  other  collection  agency,  or  a  trust  set  up 
specifically  for  that  purpose. 

4.  Decide  who  will  pay  for  the  cost  of  the  collections 
or  for  the  setting  up  and  administration  of  the 
trust. 

5.  Decide  on  the  exact  procedure  for  handling  the 
funds  when  received. 

6.  Spell  out  the  exact  circumstances  that  will  bring 
about  default  on  the  all-inclusive  trust  deed  and 
the  exact  amount  that  will  be  in  default. 

7.  Spell  out  the  exact  procedure  to  be  followed  in 
case  of  default  and  subsequent  foreclosure. 

8.  Preparation  is  essential.  Provide  your  attorney 
with  all  of  the  above  data  as  well  as  all  of  the  doc- 
uments involved.  Your  attorney  will  then  be  able 
to  draw  up  the  necessary  phraseology  that  will 
be  acceptable  to  the  title  company  providing  the 
policy  of  title  insurance. 

NOTE:  Title  insurance  companies  in  California 
have  drafted  and  printed  standard  forms  of  all-inclu- 
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sive  notes  secured  by  deeds  of  trust  If  these  forms  are 
used,  the  title  company  will  provide  title  insurance. 

Note  that  the  purchaser  takes  the  property  sub- 
ject to  the  existing  lien  or  liens,  so  that  the  seller 
remains  the  trustor.  Obviously,  this  can  only  be  done 
if  the  notes  secured  by  such  liens  do  not  contain  an 
enforceable  due-on-sale  clause.  The  all-inclusive  deed 
of  trust  is  recorded  as  a  junior  lien,  subject  to  the 
existing  liens. 

The  purchaser  may  later  become  the  trustor  of 
the  deeds  of  trust  that  are  prior  to  the  all-inclusive 
deed  of  trust  by  assuming  these  liens  in  the  form  of 
assumption  agreements;  at  such  time,  the  seller  must 
reconvey  the  all-inclusive  deed  of  trust  It  is  strongly 
suggested  that  all-inclusive  deeds  of  trust  and  con- 
tracts providing  for  their  use  be  prepared  by  legal 
counsel. 

NOTE:  See  Finance  Instruments  under  the  head- 
ing Assuming-Taking  Subject  to  a  Mortgage. 

Lease  With  Option 
To  Purchase 

A  lease  with  option  to  purchase  is  another  tool  sellers 
can  use  to  induce  a  sale  when  the  buyer  lacks  suffi- 
cient funds  for  down  payment  and  closing  costs. 

A  lease  with  option  to  purchase,  also  referred  to 
as  lease  option,  entitles  the  lessee  to  purchase  the 
leased  property  for  a  price  and  upon  terms  provided 
in  the  agreement  by  exercising  the  option  within  a 
specified  time  (often  a  year).  The  lessee/buyer  is 
referred  to  as  the  optionee,  the  lessor/seller  as  the 
optionor.  The  optionee  pays  the  optionor  up  front  a 
nonrefundable  option  consideration,  which  is  usu- 
ally applied  toward  the  purchase  price  in  the  event 
the  option  to  purchase  is  exercised.  Lease  options 
generally  provide  that  a  portion  of  the  rent  is  applied 
toward  the  purchase  if  the  option  is  exercised, 
referred  to  as  rent  credit 
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Example 

John  Seller  has  a  house  on  the  market  for  $100,000. 
Jim  Buyer  wants  to  buy  the  house  but  does  not  have 
enough  funds  to  qualify  for  a  new  loan.  Instead  of  a 
purchase  agreement,  Seller  and  Buyer  enter  into  a 
lease  with  option  to  purchase  that  includes  the  fol- 
lowing terms:  Buyer  pays  Seller  a  nonrefundable 
option  consideration  of  $4,000,  which  is  to  be  applied 
toward  the  purchase  price  if  the  option  to  purchase 
is  exercised;  Buyer  agrees  to  lease  the  property  for 
12  months,  at  which  time  he  may  exercise  the  option 
to  purchase  the  property  for  $100,000;  Buyer  agrees 
to  pay  rent  of  $1,200  per  month,  of  which  $200  is  to 
be  applied  to  the  purchase  price  if  the  option  is  exer- 
cised. 

If  Buyer  decides  to  exercise  the  option  after  12 
months,  he  pays  $100,000  minus  the  $4,000  option 
consideration,  minus  $2,400  (12  months  rent  credit 
at  $200),  amounting  to  $  100,000  -  $6,400  =  $93,600. 

Institutional  lenders  accept  rent  credits  as  part 
of  the  down  payment  if  rental  payments  exceed  the 
market  rent  and  if  a  valid  lease/purchase  agreement 
is  in  effect,  a  copy  of  which  must  be  attached  to  the 
loan  application. 

Advantages  of  Lease  Option  to 
the  Optionee 

•  Low  cash  requirement 

•  Partial  rent  credit  applied  toward  down  payment 

•  Lock-in  of  purchase  price  at  today's  market  value 

•  Time  to  plan  and  prepare  for  the  finance  of  the 
purchase 

•  Possibility  to  sell  the  option  (unless  prohibited  by 
the  terms  of  the  agreement) 

•  Possibility  of  electing  to  not  purchase  the  prop- 
erty 
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Advantages  of  Lease  Option  to 
the  Optionor 

•  Monthly  rent  higher  than  market  rent  (reducing 
negative  cash  flow) 

•  Top  market  value  for  property 

•  Optionee  is  likely  to  treat  the  property  as  an 
owner  would 

•  Tax-free  use  of  option  consideration  until  the 
option  expires  or  is  exercised 

•  Continued  tax  deductions  for  expenses  and  depre- 
ciation during  the  option  period 


B 
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TRUTH-IN-LENDING  ACT 

Truth  in  Lending  is  a  federal  law  enacted  to  promote 
the  informed  use  of  consumer  credit  by  requiring 
creditors  (lenders)  to  disclose  various  terms  and  con- 
ditions of  credit.  The  law  is  enforced  and  adminis- 
tered by  the  Federal  Trade  Commission.  Regulation 
Z,  issued  by  the  Board  of  Governors  of  the  Federal 
Reserve  System,  implements  this  law  that  applies  to 
individuals  and  businesses  that  regularly  offer  or 
extend  credit  to  consumers  for  personal,  family,  or 
household  purposes. 

Disclosures  (12  Code  of  Fed.  Regs.  Sec.  226)-The 
Truth-in-Lending  Act  requires  a  creditor  to  furnish 
certain  disclosures  to  the  consumers  before  a  perma- 
nent contract  for  loan  is  made.  With  respect  to  real 
estate  loans,  a  creditor  is  a  person  who  in  any  calen- 
dar year  extends  credit  more  than  25  times  or  more 
than  5  times  for  loans  secured  by  a  dwelling  used  as 
the  borrower's  residence,  when  the  credit  extended 
is  subject  to  a  finance  charge  or  is  payable  by  written 
agreement  in  more  than  four  installments  (excluding 
the  down  payment).  A  dwelling  is  defined  as  a  resi- 
dential structure  including  a  mobile  home  or  trailer 
that  contains  one  to  four-family  housing  units. 

Required  Items  of  Disclosure 

Items  of  disclosure  required  of  creditors  by  Regula- 
tion Z  for  real  estate  loans  are  summarized  below. 
(The  first  four  disclosures  listed  below  must  also  have 
simple  descriptive  phrases  of  explanation  similar  to 
those  shown.) 

1 .  Amount  financed-the  amount  of  credit  provided 
to  you  or  on  your  behalf 

2.  Finance  charge-the  dollar  amount  the  credit  will 
cost  you 
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3.  Annual  percentage  rate-the  total  cost  of  your 
credit  as  a  yearly  rate 

4.  Total  of  payments-the  amount  you  will  have 
paid  when  you  have  made  all  the  scheduled  pay- 
ments 

5.  Identity  of  the  creditor  making  the  disclosure 

6.  Written  itemization  of  the  amount  financed  or 
a  statement  that  the  consumer  has  a  right  to 
receive  a  written  itemization  and  a  space  in  the 
statement  for  the  consumer  to  indicate  whether 
or  not  the  itemization  is  requested 

7.  Payment  schedule  to  include  number,  amount, 
and  timing  of  payments 

8.  Demand  feature  of  the  loan  excluding  borrower 
default  or  due-on-sale  clause 

9.  Loan  payment  penalties-if  not  charged  by  the 
lender  or  if  uncertainty  exists,  a  statement  to  that 
effect;  rebate  penalty  disclosure 

10.  Late  payment  charge  stated  either  as  a  percent- 
age or  dollar  amount 

11.  Description  of  the  security  interest  that  will  be 
retained  by  the  lender  as  security  for  the  loan 

12.  Insurance  and  whether  or  not  premiums  are 
included  in  the  finance  charge 

13.  Certain  security  interest  charges  or  fees,  such  as 
taxes  or  other  fees  paid  to  public  officials  or  the 
premium  for  insurance  in  lieu  of  perfecting  the 
security  interest,  to  be  excluded  from  the  finance 
charge 

14.  Specific  reference  to  terms  of  the  contract 
related  to  nonpayment,  default,  acceleration,  or 
prepayment  penalties 

15.  A  statement  that  a  due-on-sale  clause  or  other 
conditions  about  the  loan  assumption  policy  are 
contained  in  the  loan  documents;  a  statement  as 
to  whether  the  lender  will  allow  subsequent  pur- 
chasers to  assume  the  remaining  obligation 

16.  Whether  there  is  a  required  deposit  by  the  bor- 
rower as  a  condition  of  the  loan,  and  a  statement 
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that  the  annual  percentage  rate  does  not  reflect 
the  effect  of  any  such  required  deposit 

ARM  Disclosure  Rules 

Effective  October  1, 1988,  the  Federal  Reserve  Board 
implemented  an  amendment  to  Regulation  Z.  These 
rules  apply  to  lenders  that  offer  adjustable  rate  mort- 
gages (ARMs)  to  borrowers.  ARMs  subject  to  the  rules 
are  for  purchase  money,  refinance,  house  improve- 
ment, closed-end  equity  second  mortgages,  and  any 
consumer  purpose  transaction  secured  by  a  principal 
dwelling. 

At  the  time  an  application  form  is  provided  or 
before  the  consumer  pays  a  nonrefundable  fee, 
whichever  comes  first,  certain  information  must  be 
given  to  the  consumer-borrower.  The  initial  disclo- 
sures must  be  delivered  or  placed  in  the  mail  not  later 
than  three  business  days  following  receipt  of  the  con- 
sumer's application. 

At  the  time  an  ARM  is  initiated,  lenders  must 
make  available  the  following  information: 

1 .  An  educational  brochure  about  ARMs,  either  the 
"Consumer  Handbook  on  adjustable  Rate  Mort- 
gages/' published  jointly  by  the  Federal  Reserve 
Bank  and  the  Federal  Home  Loan  Bank,  or  a  suit- 
able substitute. 

2.  A  loan  program  disclosure  for  each  adjustable 
rate  program  in  which  a  consumer  expresses  an 
interest.  The  disclosure  information  must  reveal 
that  the  interest  rate  or  term  of  the  loan  can 
change,  identify  the  index  applied  and  the  source 
of  information  for  that  index,  plus  provide  an 
explanation  of  how  the  index  is  adjusted.  A  state- 
ment must  be  included  advising  the  consumer 
to  ask  about  the  current  margin  value,  the  cur- 
rent interest  rate,  and  the  amount  of  discount, 
if  any. 
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3.  A  historic  example  must  be  given  illustrating 
how  payments  on  a  $10,000  loan  would  have 
changed  in  response  to  actual  historical  data  on 
the  index  to  be  applied.  The  consumer  must  be 
provided  with  an  explanation  of  how  to  calculate 
payment  amounts  for  the  loan. 

4.  A  statement  reporting  the  initial  and  maximum 
interest  rates  and  payments  for  a  $10,000  loan 
originated  at  the  most  recent  rate  in  the  historic 
example. 

At  time  of  settlement  (close  of  escrow),  the  fol- 
lowing disclosures  must  be  made: 

1.  The  transaction  contains  an  adjustable  rate  fea- 
ture 

2.  A  statement  that  the  adjustable  rate  disclosures 
have  been  provided  earlier 

Right  of  Rescission 

The  right  of  rescission  with  respect  to  real  estate 
loans  applies  to  consumer  credit  transactions  in 
which  the  lender  will  retain  or  acquire  a  security  inter- 
est in  the  consumer's  principal  dwelling,  including  in 
many  cases  a  mobile  home  (even  if  treated  as  personal 
property).  The  creditor  must  notify  each  consumer 
entitled  to  rescind  under  the  provisions  of  this  law 
with  written  notice  to  rescind.  The  consumer  has  the 
right  to  rescind  under  the  provisions  of  this  law  with 
written  notice  of  the  right  to  rescind  without  penalty 
until  midnight  of  the  third  business  day  following  the 
later  of  these  events: 

•  consummation  of  the  loan  transaction; 

•  delivery  of  all  material  truth-in-lending  disclo- 
sures; or 

•  delivery  of  two  copies  of  the  notice  of  the  right 
to  rescind. 
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Advertising 

Regulation  Z  also  requires  that  anyone  who  places 
an  advertisement  for  consumer  credit  (including 
solicitation  by  mail  or  telephone)  must  comply  with 
the  advertising  requirement  of  the  Truth-in-Lending 
Act  summarized  as  follows: 

•  The  finance  charge  must  be  expressed  as  an 
annual  percentage  rate  (APR),  and  if  applicable, 
a  statement  that  the  APR  is  subject  to  increase 
after  the  loan  is  made. 

•  The  variable  rate  mortgage  ads  should  state  the 
number  and  timing  of  payments,  the  amount  of 
the  largest  and  smallest  of  those  payments  and 
the  fact  that  payments  will  vary  between  the  two 
amounts  after  close  of  escrow. 

•  Buydowns  or  reduced  interest  rate  advertise- 
ments must  show  the  limited  term  to  which  the 
reduced  interest  rate  applies,  as  well  as  the  annual 
percentage  rate  determined  in  accordance  with 
Section  226.17c  of  Regulation  Z. 

Failure  to  comply  with  the  Truth-in-Lending  Act 
may  subject  the  creditor  or  advertiser  to  criminal  and 
civil  liability. 

Exempt  Transactions 

•  Credit  for  agricultural  purposes 

•  Credit  for  business  and/or  commercial  purposes 

•  Credit  over  $25,000  not  secured  by  real  property 

•  Credit  to  government  agencies  and  other  entities 
not  considered  "natural  persons" 

•  Credit  for  nonoccupied  rental  housing  if  the 
owner  does  not  occupy  for  more  than  14  days 

Is  the  Real  Estate  Broker 
Subject  to  the  Truth-in- 
Lending  Act? 

Because  a  residential  mortgage  transaction  is  exempt 
from  the  act,  a  broker  involved  in  an  ordinary  sale 
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will  not  be  concerned  with  the  purchaser's  right  to 
rescind. 

Effective  September  17, 1982,  the  following  reg- 
ulatory amendment  was  adopted  in  order  to  clarify 
the  definition  of  arrangement  of  credit: 

"Real  estate  brokers-The  general  definition  does 
not  include  a  person  (such  as  a  real  estate  broker  or 
salesperson)  who,  as  part  of  the  process  of  arranging 
the  sale  of  real  property  or  a  dwelling,  arranges  for 
the  seller  to  totally  or  partly  finance  the  purchase, 
even  if  the  obligation  by  its  terms  is  simultaneously 
assigned  by  the  seller  to  another  person.  However, 
a  broker  or  salesperson  is  not  exempt  from  coverage 
in  all  transactions.  For  example,  the  real  estate  broker 
may  be  a  creditor  in  the  following  situations: 

"The  broker  acts  as  a  loan  broker  to  arrange  for 
someone  other  than  the  seller  to  extend  credit,  pro- 
vided that  the  extender  of  credit  (the  person  to  whom 
the  obligation  is  initially  payable)  does  not  meet  the 
'creditor'  definition. 

"The  broker  extends  credit  itself,  provided  that 
the  broker  otherwise  meets  the  'creditor'  definition. 

"Under  the  revised  regulation,  a  broker  would 
not  be  required  to  make  the  disclosures  required  by 
the  act,  unless  the  broker  is  involved  in  more  than 
five  transactions  in  the  current  or  preceding  calendar 
year  wherein  he  acts  as  a  loan  broker  for  a  third  party 
who  is  not  a  creditor  or  extends  credit  himself.  Where 
loans  are  made  by  persons  coming  within  the  defini- 
tion of  creditor,  the  broker  will  not  be  responsible  for 
the  disclosures." 

Amendments  to  Regulation  Z,  effective  October 
1, 1995,  impose  new  disclosure  requirements  by  lend- 
ers making  certain  high  risk  loans.  These  new 
requirements  do  not  apply  to  a  residential  mortgage 
transaction.  Such  a  transaction  is  defined  in  12  CFR 
b6226.2(24)  as  a  "transaction  in  which  a  mortgage, 
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deed  of  trust,  purchase  money  security  interest  aris- 
ing under  an  installment  sales  contract,  or  equivalent 
consensual  security  interest  is  created  or  retained  in 
the  consumer's  principal  dwelling  to  finance  the 
acquisition  or  initial  construction  of  that  dwelling." 
This  would  clearly  appear  to  eliminate  seller  financ- 
ing from  the  requirements  of  the  amendments. 
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REAL  ESTATE  SETTLEMENT 

AND  PROCEDURES  ACT 

(RESPA) 

The  Real  Estate  Settlement  and  Procedures  Act  of 
1974  is  a  federal  law  administered  by  the  U.S.  Depart- 
ment of  Housing  and  Urban  Development  (HUD). 
RESPA  is  designed  to  protect  homebuyers  during  the 
settlement  phase  of  the  purchase.  Settlement  (in 
many  states  referred  to  as  close  of  escrow)  is  the  pro- 
cess whereby  the  ownership  of  real  property  passes 
from  the  seller  to  the  buyer.  RESPA  provides  specific 
procedures,  forms  for  settlement,  and  detailed  infor- 
mation that  enable  buyers  to  shop  for  settlement  ser- 
vices and  make  informed  decisions. 

Originally,  RESPA  applied  to  federally  related 
sale  transactions  in  which  a  new  first  lien  would  be 
placed  against  residential  one  to  four-family  dwell- 
ings, including  condominiums,  cooperatives,  and 
manufactured  homes. 

In  1992,  the  Housing  and  Community  Develop- 
ment Act  of  1992  extended  coverage  of  RESPA  to  (a) 
junior  liens,  (b)  refinance  transactions,  and  (c)  home 
improvement  loans;  and  HUD  issued  revised  regula- 
tions affecting  three  areas  of  primary  concern  to 
Realtors®:  Controlled  Business  Arrangement 
(CBA),  Prohibitions  against  Kickbacks,  and  Com- 
puter Loan  Origination  (CLO). 

Exemptions  from  RESPA  include 

•  a  loan  secured  by  property  of  25  acres  or  more; 

•  loans  primarily  for  business,  commercial,  or  agri- 
cultural purposes; 

•  temporary  financing,  such  as  construction  loans 
(not  take-out  loans); 

•  bridge  loans  or  swing  loans;  and 

•  loans  secured  by  unimproved  property. 
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Disclosure  requirements  by  providers  of 
credit  include  the  following: 

•  HUD's  special  information  booklet  describes  and 
explains  the  settlement  process.  This  booklet 
must  be  provided  not  later  than  three  business 
days  after  the  application  is  received  or  prepared. 
In  the  case  of  a  home  equity  line  of  credit,  the  bro- 
chure entitled  "When  Your  Home  Is  on  the  Line: 
What  You  Should  Know  about  Home  Equity 
Lines  of  Credit"  is  provided. 

•  A  good  faith  estimate  listing  the  amount  of,  or 
range  of,  charges  for  the  specific  settlement  ser- 
vices the  borrower  is  likely  to  incur.  The  good 
faith  estimate  must  be  provided  to  loan  applicants 
within  three  business  days  after  the  loan  applica- 
tion is  received  or  prepared.  Terminology  must 
conform  to  the  HUD's  Uniform  Settlement  State- 
ment (HUD-1),  and  lenders  are  encouraged  to  use 
the  same  item  numbers  that  appear  on  the  HUD-1. 

Controlled  Business 

Arrangement 

A  controlled  business  arrangement  is  a  situation  in 
which  a  person  such  as  a  real  estate  licensee  has  an 
affiliate  relationship  or  a  direct  beneficial  relationship 
of  at  least  1%  in  a  provider  of  settlement  services,  and 
directly  or  indirectly  refers  sellers  or  buyers  to  a  set- 
tlement service  provider  (such  as  a  title,  escrow,  or 
pest  control  company)  that  is  owned  in  whole  or  in 
part  by  the  referring  licensee. 

If  a  controlled  business  arrangement  is  deter- 
mined to  exist,  the  referring  party  must  meet  all  three 
conditions  below  to  avoid  a  RESPA  problem: 

1.  The  referring  licensee  must  provide  to  a  buyer 
or  seller,  no  later  than  the  time  of  referral,  a  Con- 
trolled Business  Arrangement  Disclosure  State- 
ment form  that  shows  the  nature  of  the 
relationship  between  the  referring  party  and  the 


A- 148     Financing 


provider  of  services,  and  the  range  of  charges  for 
the  referred  business. 

2.  The  buyer  or  seller  may  not  be  required  to  use 
the  services  of  an  affiliated  provider,  subject  to 
certain  exceptions. 

3.  Nothing  of  value  can  be  received  by  the  referring 
licensee  beyond  a  "return  on  ownership  or  fran- 
chise interest,"  or  payments  otherwise  allowed 
under  other  exemptions. 

Effective  October  7,  1996,  HUD  issued  a  new 
rule  on  compensation  in  controlled  business 
arrangements  (CBAs)  among  settlement  service 
providers.  The  new  rule  revokes  an  existing  exemp- 
tion for  employee  compensation  in  CBAs.  The  new 
rule  exempts  from  RESPA's  antikickback  prohibi- 
tion three  types  of  employee  compensation  for 
referring  business: 

I.  Managerial  employees  can  be  paid  for  referrals 
to  an  affiliated  entity.  The  rule  makes  it  clear  that 
qualifying  managers  are  employees  who  do  not 
routinely  deal  with  the  public.  Their  compensa- 
tion can  be  based  on  performance  criteria,  such 
as  profitability  or  capture  rate,  but  cannot  be 
directly  calculated  as  a  multiple  of  the  number 
or  the  value  of  transactions. 

II.  Employees  who  do  not  perform  settlement  ser- 
vices in  a  transaction  can  receive  referral  com- 
pensation, provided  that  the  consumer  first 
receives  a  new  CBA  disclosure  statement.  The 
referral  must  be  to  an  affiliated  settlement  ser- 
vice provider  or  entity  in  which  the  employer  has 
a  direct  or  beneficial  ownership  interest  HUD 
specifically  states  that,  for  the  purposes  of  this 
exemption,  marketing  a  settlement  service  or 
gathering  information-including  taking  an 
application-does  not  constitute  performing  a 
settlement  service.  Examples  of  such  employees 
are  bank  tellers  and  marketing  staff. 

III.  Employers  can  pay  their  own  employees  for  gen- 
erating business  for  the  employer  itself. 
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Transfer  off  Servicing  Rights 

At  the  time  of  application,  lenders  are  required  to  dis- 
close to  the  applicant  whether  the  servicing  rights 
may  be  assigned,  sold,  or  transferred  to  any  other  per- 
son or  entity  at  any  time  during  which  the  loan  is  out- 
standing. 

Disclosure  Requirements  for 
Escrow  Accounts 

Within  45  days  of  closing,  borrowers  are  to  be  fur- 
nished an  initial  escrow  statement  clearly  itemizing 
the  estimated  taxes,  insurance  premiums,  and 
charges  that  may  be  assessed,  and  the  anticipated 
dates  of  such  payments  during  the  first  12  months 
of  the  escrow  account.  Annual  escrow  account  state- 
ments must  also  be  provided,  and  a  final  escrow  state- 
ment must  be  furnished  within  45  days  of  termination 
of  the  escrow  account. 

Computerized  Loan 
Origination  (CLO) 

Effective  June  7,  1996,  HUD  published  a  new  policy 
statement  defining  CLOs  as  systems  used  by  consum- 
ers or  on  behalf  of  consumers  to  choose  among  alter- 
native products  or  settlement  service  providers.  A 
CLO's  capabilities  can  range  from  simply  providing 
information  to  prequalifying  borrowers  or  actually 
originating  and  processing  applications.  "To  the 
extent  that  a  CLO  performs  'settlement  services/  it 
is  a  settlement  service  provider/'  the  statement  says. 

The  statement  makes  clear  that  consumers  can 
be  charged  for  CLO  services,  and  that  these  payments 
must  be  reported  on  disclosure  statements. 

The  statement  also  provides  that  service  provid- 
ers can  pay  a  CLO,  provided  that  the  payment  bears 
a  reasonable  relationship  to  the  value  of  the  goods, 
facilities,  or  services  provided.  An  example  of  an 
unearned  fee  is  payment  for  access  to  a  CLO  that  only 
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provides   basic   information   about   the    products 
offered  by  one  settlement  service  provider. 

CLOs  used  in  the  context  of  controlled  business 
arrangements  are  subject  to  RESPA's  CBA  limita- 
tions. 
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SELECTED 
FINANCIAL  TABLES 

Monthly  Payment  to  Amortize 
a  Loan  of  $1,000 

The  following  table  shows  monthly  payments  for 
loans  of  $1,000.  To  find  the  payment  for  a  loan  of 
any  amount,  multiply  the  number  found  in  the  body 
of  the  table  by  the  loan  amount  and  divide  by  1,000. 

Example 

What  is  the  monthly  payment  necessary  to  amortize 
a  $90,000  loan  at  8V2%  interest  per  year  over  a  30-year 
term? 

Answer:  Locate  the  point  of  intersection  of  the 
30-year  column  and  the  line  for  8V&96  interest.  The 
number  at  that  point  of  intersection  is  7.6891,  which 
is  the  monthly  payment  for  a  $1,000  loan  at  8V2%  for 
30  years.  To  find  the  monthly  payment  for  a  30-year 
$90,000  loan  at  8Vfe%:  7.6891  x  90  =  $692.02. 
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Amortization  Table  for  $1000  Loans 


30  yr. 

25  yr. 

20  yr. 

15  yr. 

10  yr. 

5yr. 

5 

5.3682 

5.8459 

6.5996 

7.9079 

10.607 

18.871 

5% 

5.4449 

5.919 

6.6688 

7.9732 

10.668 

18.929 

5% 

5.522 

5.9925 

6.7384 

8.0388 

10.729 

18.986 

5% 

5.5997 

6.0665 

6.8085 

8.1047 

10.791 

19.044 

5K 

5.6779 

6.1409 

6.8789 

8.1708 

10.853 

19.101 

5% 

5.7566 

6.2157 

6.9497 

8.2373 

10.915 

19.159 

5Y* 

5.8357 

6.2911 

7.0208 

8.3041 

10.977 

19.217 

5% 

5.9154 

6.3668 

7.0924 

8.3712 

11.039 

19.275 

6 

5.9955 

6.443 

7.1643 

8.4386 

11.102 

19.333 

6% 

6.0761 

6.5196 

7.2366 

8.5062 

11.165 

19.391 

6'/4 

6.1572 

6.5967 

7.3093 

8.5742 

11.228 

19.449 

63^ 

6.2387 

6.6742 

7.3823 

8.6425 

11.291 

19.508 

6% 

6.3207 

6.7521 

7.4557 

8.7111 

11.355 

19.566 

6% 

6.4031 

6.8304 

7.5295 

8.7799 

11.419 

19.675 

6% 

6.486 

6.9091 

7.6036 

8.8491 

11.482 

19.683 

&A 

6.5693 

6.9883 

7.6781 

8.9185 

11.547 

19.742 

7 

6.653 

7.0678 

7.753 

8.9883 

11.611 

19.801 

1% 

6.7372 

7.1477 

7.8282 

9.0583 

11.675 

19.86 

TA 

6.8218 

7.2281 

7.9038 

9.1286 

11.74 

19.919 

TA 

6.9068 

7.3088 

7.9797 

9.1992 

11.805 

19.979 

TA 

6.9921 

7.3899 

8.0559 

9.2701 

11.87 

20.038 

7% 

7.0779 

7.4714 

8.1325 

9.3413 

11.936 

20.097 

TA 

7.1641 

7.5533 

8.2095 

9.4128 

12.001 

20.157 

TA 

7.2507 

7.6355 

8.2868 

9.4845 

12.067 

20.217 

8 

7.3376 

7.7182 

8.3644 

9.5565 

12.133 

20.276 

8% 

7.425 

7.8012 

8.4424 

9.6288 

12.199 

20.336 

8% 

7.5127 

7.8845 

8.5207 

9.7014 

12.265 

20.396 

8% 

7.6007 

7.9682 

8.5993 

9.7743 

12.332 

20.456 

8% 

7.6891 

8.0523 

8.6782 

9.8474 

12.399 

20.517 

8% 

7.7779 

8.1367 

8.7575 

9.9208 

12.466 

20.577 

8% 

7.867 

8.2214 

8.8371 

9.9945 

12.533 

20.637 

8% 

7.9564 

8.3065 

8.917 

10.068 

12.6 

20.698 

9 

8.0462 

8.392 

8.9973 

10.143 

12.668 

20.758 

9% 

8.1363 

8.4777 

9.0778 

10.217 

12.735 

20.819 

9% 

8.2268 

8.5638 

9.1587 

10.292 

12.803 

20.88 

9% 

8.3175 

8.6502 

9.2398 

10.367 

12.871 

20.941 

9% 

8.4085 

8.737 

9.3213 

10.442 

12.94 

21.002 

9% 

8.4999 

8.824 

9.4031 

10.518 

13.008 

21.063 

9% 

8.5915 

8.9114 

9.4852 

10.594 

13.077 

21.124 
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30  yr. 

25  yr. 

20  yr. 

15  yr. 

10  yr. 

5yr. 

9% 

8.6835 

8.999 

9.5675 

10.67 

13.146 

21.186 

10 

8.7757 

9.087 

9.6502 

10.746 

13.215 

21.247 

10'^ 

8.8682 

9.1753 

9.7332 

10.823 

13.284 

21.309 

lO'/i 

8.961 

9.2638 

9.8164 

10.9 

13.354 

21.37 

10% 

9.0541 

9.3527 

9.9 

10.977 

13.424 

21.432 

10K 

9.1474 

9.4418 

9.9838 

11.054 

13.493 

21.494 

10% 

9.241 

9.5312 

10.068 

11.132 

13.564 

21.556 

10% 

9.3348 

9.6209 

10.152 

11.209 

13.634 

21.618 

10% 

9.4289 

9.7109 

10.237 

11.288 

13.704 

21.68 

11 

9.5232 

9.8011 

10.322 

11.366 

13.775 

21.742 

ux 

9.6178 

9.8916 

10.407 

11.445 

13.846 

21.805 

1 1 4 

9.7126 

9.9824 

10.493 

11.523 

13.917 

21.867 

11% 

9.8077 

10.073 

10.578 

11.603 

13.988 

21.93 

UK 

9.9029 

10.165 

10.664 

11.682 

14.06 

21.993 

11% 

9.9984 

10.256 

10.751 

11.761 

14.131 

22.055 

11% 

10.094 

10.348 

10.837 

11.841 

14.203 

22.118 

11% 

10.19 

10.44 

10.924 

11.921 

14.275 

22.181 

12 

10.286 

10.532 

11.011 

12.002 

14.347 

22.244 

12X 

10.382 

10.675 

11.098 

12.082 

14.419 

22.308 

12K 

10.479 

10.717 

11.186 

12.163 

14.492 

22.371 

12% 

10.576 

10.81 

11.273 

12.244 

14.565 

22.434 

12K 

10.673 

10.904 

11.361 

12.325 

14.638 

22.498 

12% 

10.77 

10.997 

11.45 

12.407 

14.711 

22.562 

12% 

10.867 

11.091 

11.538 

12.488 

14.784 

22.625 

12% 

10.964 

11.184 

11.627 

12.57 

14.857 

22.689 

13 

11.062 

11.278 

11.716 

12.652 

14.931 

22.753 

13K 

11.16 

11.373 

11.805 

12.735 

15.005 

22.817 

13K 

11.258 

11.467 

11.894 

12.817 

15.079 

22.881 

13% 

11.356 

11.562 

11.984 

12.9 

15.153 

22.945 

13% 

11.454 

11.656 

12.074 

12.983 

15.227 

23.01 

13% 

11.553 

11.751 

12.164 

13.066 

15.302 

23.074 

13% 

11.651 

11.847 

12.254 

13.15 

15.377 

23.139 

13% 

11.75 

11.942 

12.345 

13.234 

15.452 

23.203 

14 

11.849 

12.038 

12.435 

13.317 

15.527 

23.268 

14K 

11.948 

12.133 

12.526 

13.402 

15.602 

23.333 

14K 

12.047 

12.229 

12.617 

13.486 

15.677 

23.398 

14% 

12.146 

12.325 

12.708 

13.57 

15.753 

23.463 

14K 

12.246 

12.422 

12.8 

13.655 

15.829 

23.528 

14% 

12.345 

12.518 

12.892 

13.74 

15.905 

23.594 

14% 

12.445 

12.615 

12.984 

13.825 

15.981 

23.659 

14% 

12.545 

12.711 

13.076 

13.91 

16.057 

23.724 

A- 154     Financing 


MONTHLY  PAYMENT  NECESSARY 
TO  AMORTIZE  A  $1,000  LOAN 


MEREST*  6%  6%%  6%%  6%%           6!6%  6%%  S%%  6%%  MOS 

YEARS 

.5  169.5955  169.6568  169.7181  169.7794  169.8407  169.9020  169.9633  170.0246  6 

1.0  86.0665  86.1239  86.1814  86.2389  86.2965  86.3540  86.4116  86.4692  12 

1.5  58.2318  58.2883  58.3449  58.4015  58.4582  58.5148  58.5715  58.6283  18 

2.0  44.3207  44.3770  44.4334  44.4898  44.5463  44.6028  44.6594  44.7160  24 

2.5  35.9790  36.0354  36.0919  36.1484  36.2050  36.2617  36.3184  36.3751  30 


3.0 

30.4220 

30.4787 

30.5354 

30.5922 

30.6491 

30.7060 

30.7630 

30.8200 

36 

3.5 

26.4563 

26.5133 

26.5703 

26.6274 

26.6847 

26.7419 

26.7993 

26.8567 

42 

4.0 

23.4851 

23.5424 

23.5999 

23.6574 

23.7150 

23.7727 

23.8305 

23.8883 

48 

4.5 

21.1769 

21.2347 

21.2925 

21.3505 

21.4085 

21.4666 

21.5249 

21.5832 

54 

5.0 

19.3329 

19.3910 

19.4493 

19.5077 

19.5662 

19.6248 

19.6835 

19.7423 

60 

5.5 

17.8263 

17.8849 

17.9437 

18.0025 

18.0615 

18.1206 

18.1798 

18.2391 

66 

6.0 

16.5729 

16.6320 

16.6912 

16.7505 

16.8100 

16.8696 

16.9293 

16.9891 

72 

6.5 

15.5143 

15.5738 

15.6335 

15.6933 

15.7532 

15.8133 

15.8735 

15.9339 

78 

7.0 

14.6086 

14.6686 

14.7287 

14.7890 

14.8495 

14.9101 

14.9708 

15.0317 

84 

7.5 

13.8253 

13.8858 

13.9464 

14.0072 

14.0682 

14.1293 

14.1905 

14.2519 

90 

8.0 

13.1415 

13.2024 

13.2635 

13.3248 

13.3863 

13.4479 

13.5097 

13.5716 

96 

8.5 

12.5395 

12.6010 

12.6626 

12.7243 

12.7863 

12.8484 

12.9108 

12.9733 

102 

9.0 

12.0058 

12.0677 

12.1298 

12.1921 

12.2546 

12.3172 

12.3801 

12.4431 

108 

9.5 

11.5295 

11.5919 

11.6545 

11.7173 

11.7803 

11.8435 

11.9068 

11.9704 

114 

10.0 

11.1021 

11.1650 

11.2281 

11.2913 

11.3548 

11.4186 

11.4825 

11.5466 

120 

10.5 

10.7165 

10.7799 

10.8435 

10.9073 

10.9713 

11.0355 

11.0999 

11.1646 

126 

11.0 

10.3671 

10.4309 

10.4950 

10.5593 

10.6238 

10.6886 

10.7535 

10.8187 

132 

11.5 

10.0491 

10.1134 

10.1780 

10.2428 

10.3078 

10.3731 

10.4386 

10.5043 

138 

12.0 

9.7586 

9.8234 

9.8884 

9.9537 

10.0193 

10.0850 

10.1511 

10.2173 

144 

12.5 

9.4922 

9.5575 

9.6231 

9.6889 

9.7549 

9.8212 

9.8878 

9.9546 

150 

13.0 

9.2473 

9.3131 

9.3791 

9.4454 

9.5120 

9.5788 

9.6459 

9.7132 

156 

13.5 

9.0214 

9.0876 

9.1541 

9.2209 

9.2880 

9.3553 

9.4229 

9.4908 

162 

14.0 

8.8124 

8.8791 

8.9462 

9.0134 

9.0810 

9.1489 

9.2170 

9.2854 

168 

14.5 

8.6187 

8.6859 

8.7534 

8.8212 

8.8892 

8.9576 

9.0262 

9.0952 

174 

15.0 

8.4386 

8.5063 

8.5743 

8.6426 

8.7111 

8.7800 

8.8491 

8.9186 

180 

15.5 

8.2709 

8.3391 

8.4075 

8.4763 

8.5454 

8.6147 

8.6844 

8.7544 

186 

16.0 

8.1144 

8.1831 

8.2520 

8.3212 

8.3908 

8.4607 

8.5309 

8.6013 

192 

16.5 

7.9681 

8.0372 

8.1066 

8.1763 

8.2464 

8.3168 

8.3875 

8.4585 

198 

17.0 

7.8311 

7.9006 

7.9705 

8.0407 

8.1113 

8.1821 

8.2533 

8.3248 

204 

17.5 

7.7025 

7.7725 

7.8429 

7.9136 

7.9846 

8.0559 

8.1276 

8.1997 

210 

18.0 

7.5817 

7.6522 

7.7230 

7.7942 

7.8657 

7.9375 

8.0097 

8.0822 

216 

18.5 

7.4680 

7.5389 

7.6102 

7.6819 

7.7539 

7.8262 

7.8989 

7.9719 

222 

19.0 

7.3609 

7.4323 

7.5040 

7.5761 

7.6486 

7.7214 

7.7946 

7.8681 

228 

19.5 

7.2598 

7.3317 

7.4039 

7.4765 

7.5494 

7.6227 

7.6964 

7.7704 

234 

20.0 

7.1644 

7.2367 

7.3093 

7.3824 

7.4558 

7.5296 

7.6037 

7.6782 

240 

20.5 

7.0741 

7.1468 

7.2200 

7.2935 

7.3673 

7.4416 

7.5162 

7.5912 

246 

21.0 

6.9886 

7.0618 

7.1354 

7.2093 

7.2837 

7.3584 

7.4335 

7.5089 

252 

21.5 

6.9076 

6.9813 

7.0553 

7.1297 

7.2045 

7.2797 

7.3552 

7.4312 

258 

22.0 

6.8308 

6.9049 

6.9793 

7.0542 

7.1294 

7.2051 

7.2811 

7.3575 

264 

22.5 

6.7578 

6.8323 

6.9073 

6.9826 

7.0583 

7.1344 

7.2108 

7.2877 

270 

23.0 

6.6885 

6.7635 

6.8388 

6.9145 

6.9907 

7.0672 

7.1442 

7.2215 

276 

23.5 

6.6226 

6.6980 

6.7737 

6.8499 

6.9265 

7.0035 

7.0809 

7.1587 

282 

24.0 

6.5598 

6.6356 

6.7118 

6.7884 

6.8655 

6.9429 

7.0208 

7.0990 

288 

24.5 

6.5000 

6.5763 

6.6529 

6.7299 

6.8074 

6.8853 

6.9636 

7.0423 

294 

25.0 

6.4431 

6.5197 

6.5967 

6.6742 

6.7521 

6.8304 

6.9092 

6.9883 

300 

25.5 

6.3887 

6.4657 

6.5432 

6.6211 

6.6994 

6.7782 

6.8574 

6.9369 

306 

26.0 

6.3368 

6.4143 

6.4922 

6.5705 

6.6492 

6.7284 

6.8080 

6.8880 

312 

26.5 

6.2873 

6.3651 

6.4434 

6.5222 

6.6013 

6.6809 

6.7609 

6.8414 

318 

27.0 

6.2399 

6.3182 

6.3969 

6.4760 

6.5556 

6.6356 

6.7161 

6.7969 

324 

27.5 

6.1946 

6.2733 

6.3524 

6.4319 

6.5119 

6.5924 

6.6732 

6.7545 

330 

28.0 

6.1513 

6.2303 

6.3099 

6.3898 

6.4702 

6.5510 

6.6323 

6.7140 

336 

28.5 

6.1098 

6.1893 

6.2692 

6.3495 

6.4303 

6.5116 

6.5932 

6.6754 

342 

29.0 

6.0701 

6.1499 

6.2302 

6.3110 

6.3922 

6.4738 

6.5559 

6.6384 

348 

29.5 

6.0320 

6.1123 

6.1929 

6.2741 

6.3557 

6.4377 

6.5202 

6.6031 

354 

29.8 

6.0075 

6.0880 

6.1690 

6.2504 

6.3322 

6.4145 

6.4972 

6.5804 

358 

30.0 

5.9956 

6.0762 

6.1572 

6.2387 

6.3207 

6.4032 

6.4860 

6.5693 

360 

35.0 

5.7019 

5.7861 

5.8708 

5.9560 

6.0416 

6.1277 

6.2142 

6.3012 

420 

40.0 

5.5022 

5.5896 

5.6774 

5.7658 

5.8546 

5.9439 

6.0336 

6.1238 

480 

Selected  Financial  Tables    A- 155 


MONTHLY  PAYMENT  NECESSARY 
TO  AMORTIZE  A  $1t000  LOAN 


7%  7Vh%  7V«%  7H%  71*%  7H%            7V4%  7*/fc%  MOS 

■ 

.5  170.0860  170.1473  170.2087  170.2701  170.3315  170.3929  170.4543  170.5157  6 

1.0  86.5268  86.5844  86.6421  86.6998  86.7575  86.8152  86.8729  86.9307  12 

1.5  58.6850  58.7418  58.7987  58.8555  58.9124  58.9694  59.0263  59.0833  18 

2.0  44.7726  44.8293  44.8860  44.9428  44.9996  45.0565  45.1134  45.1704  24 

2.5  36.4320  36.4888  36.5457  36.6027  36.6597  36.7168  36.7739  36.8311  30 


3.0 

30.8771 

30.9343 

30.9916 

31 

0489 

31 

1063 

31.1637 

31.2212 

31.2788 

36 

3.5 

26.9143 

26.9718 

27.0295 

27 

.0872 

27 

1450 

27.2029 

27.2609 

27.3189 

42 

4.0 

23.9463 

24.0043 

24.0625 

24 

.1207 

24 

1790 

24.2373 

24.2958 

24.3543 

48 

4.5 

21.6416 

21.7001 

21.7588 

21 

8175 

21 

8763 

21.9352 

21.9942 

22.0533 

54 

5.0 

19.8012 

19.8603 

19.9194 

19 

9787 

20 

0380 

20.0975 

20.1570 

20.2167 

60 

5.5 

18.2985 

18.3581 

18.4178 

18 

4775 

18 

5374 

18.5975 

18.6576 

18.7178 

66 

6.0 

17.0491 

17.1091 

17.1694 

17 

2297 

17 

2902 

17.3508 

17.4115 

17.4723 

72 

6.5 

15.9944 

16.0550 

16.1158 

16 

1767 

16 

2377 

16.2989 

16.3602 

16.4216 

78 

7.0 

15.0927 

15.1539 

15.2152 

15 

2767 

15 

3383 

15.4001 

15.4620 

15.5241 

84 

7.5 

14.3135 

14.3752 

14.4371 

14 

4992 

14 

5614 

14.6237 

14.6863 

14.7489 

90 

8.0 

13.6338 

13.6961 

13.7585 

13 

8211 

13 

8839 

13.9469 

14.0100 

14.0733 

96 

8.5 

13.0359 

13.0988 

13.1618 

13 

2250 

13 

2884 

13.3519 

13.4156 

13.4795 

102 

9.0 

12.5063 

12.5697 

12.6333 

12 

6971 

12 

7611 

12.8252 

12.8895 

12.9541 

108 

9.5 

12.0342 

12.0982 

12.1623 

12 

2267 

12 

2912 

12.3560 

12.4209 

12.4860 

114 

10.0 

11.6109 

11.6754 

11.7402 

11 

8051 

11 

8702 

11.9356 

12.0011 

12.0669 

120 

10.5 

11.2295 

11.2945 

11.3598 

11 

4253 

11 

4911 

11.5570 

11.6232 

11.6895 

126 

11.0 

10.8842 

10.9498 

11.0157 

11 

0817 

11 

1481 

11.2146 

11.2813 

11.3483 

132 

11.5 

10.5703 

10.6365 

10.7029 

10 

7696 

10 

8364 

10.9036 

10.9709 

11.0385 

138 

12.0 

10.2839 

10.3506 

10.4176 

10 

4848 

10 

5523 

10.6200 

10.6880 

10.7562 

144 

12.5 

10.0216 

10.0889 

10.1565 

10 

2243 

10 

2923 

10.3606 

10.4292 

10.4980 

150 

13.0 

9.7808 

9.8486 

9.9168 

9 

9851 

10 

0538 

10.1226 

10.1918 

10.2612 

156 

13.5 

915589 

9.6273 

9.6960 

9 

7650 

9 

8341 

9.9036 

9.9733 

10.0433 

162 

14.0 

9.3541 

9.4230 

9.4922 

9 

5617 

9 

6315 

9.7015 

9.7718 

9.8424 

168 

14.5 

9.1644 

9.2338 

9.3036 

9 

3737 

9 

4440 

9.5146 

9.5855 

9.6566 

174 

15.0 

8.9883 

9.0584 

9.1287 

9 

1993 

9 

2702 

9.3413 

9.4128 

9.4845 

180 

15.5 

8.8246 

8.8952 

8.9661 

9 

0372 

9 

1087 

9.1804 

9.2524 

9.3248 

186 

16.0 

8.6721 

8.7432 

8.8146 

8 

8863 

8 

9583 

9.0306 

9.1032 

9.1761 

192 

16.5 

8.5298 

8.6014 

8.6733 

8 

7456 

8 

8181 

8.8910 

8.9641 

9.0376 

198 

17.0 

8.3967 

8.4688 

8.5413 

8 

6140 

8 

6871 

8.7605 

8.8343 

8.9083 

204 

17.5 

8.2720 

8.3447 

8.4177 

8 

4910 

8 

5646 

8.6386 

8.7128 

8.7874 

210 

18.0 

8.1551 

8.2283 

8.3018 

8 

3756 

8 

4498 

8.5243 

8.5991 

8.6742 

216 

18.5 

8.0453 

8.1190 

8.1930 

8 

2674 

8 

3421 

8.4171 

8.4924 

8.5681 

222 

19.0 

7.9420 

8.0162 

8.0907 

8 

1656 

8 

2408 

8.3164 

8.3923 

8.4685 

228 

19.5 

7.8447 

7.9194 

7.9945 

8 

0699 

8 

1456 

8.2217 

8.2981 

8.3749 

234 

20.0 

7.7530 

7.8282 

7.9038 

7 

9797 

8 

0560 

8.1326 

8.2095 

8.2868 

2*0 

20.5 

7.6665 

7.7422 

7.8183 

7 

8947 

7 

9715 

8.0486 

8.1261 

8.2039 

246 

21.0 

7.5848 

7.6610 

7.7375 

7 

8144 

7 

8917 

7.9693 

8.0473 

8.1257, 

252 

21.5 

7.5075 

7.5841 

7.6612 

7 

7386 

7 

8164 

7.8945 

7.9730 

8.0518* 

258 

22.0 

7.4343 

7.5115 

7.5890 

7 

6669 

7 

7452 

7.8238 

7.9028 

7.9821 

264 

22.5 

7.3650 

7.4426 

7.5206 

7 

5990 

7 

6778 

7.7569 

7.8364 

7.9162 

270 

23.0 

7.2992 

7.3773 

7.4558 

7 

5347 

7 

6139 

7.6936 

7.7735 

7.8539 

276 

23.5 

7.2369 

7.3154 

7.3944 

7 

4737 

7 

5535 

7.6336 

7.7140 

7.7948 

282 

24.0 

7.1776 

7.2567 

7.3361 

7 

4159 

7 

4961 

7.5767 

7.6576 

7.7389 

288 

24.5 

7.1214 

7.2009 

7.2807 

7 

3610 

7 

4417 

7.5227 

7.6041 

7.6859 

294 

25.0 

7.0678 

7.1478 

7.2281 

7 

3088 

7 

3900 

7.4715 

7.5533 

7.6356 

300 

25.5 

7.0169 

7.0973 

7.1781 

7 

2593 

7 

3408 

7.4228 

7.5051 

7.5878 

306 

26.0 

6.9684 

7.0493 

7.1305 

7 

2121 

7 

2941 

7.3765 

7.4593 

7.5425 

312 

26.5 

6.9222 

7.0035 

7.0852 

7 

1672 

7 

2497 

7.3325 

7.4158 

7.4994 

318 

27.0 

6.8782 

6.9599 

7.0420 

7 

1245 

7 

2074 

7.2907 

7.3744 

7.4584 

324 

27.5 

6.8362 

6.9183 

7.0008 

7 

0838 

7 

1671 

7.2508 

7.3349 

7.4194 

330 

28.0 

6.7961 

6.8787 

6.9616 

7 

0450 

7 

1287 

7.2129 

7.2974 

7.3823 

336 

28.5 

6.7579 

6.8408 

6.9242 

7 

0080 

7 

0921 

7.1767 

7.2617 

7.3470 

3*2 

29.0 

6.7214 

6.8047 

6.8885 

6 

9727 

7 

0573 

7.1422 

7.2276 

7.3134 

348 

29.5 

6.6864 

6.7702 

6.8544 

6 

9390 

7 

0240 

7.1094 

7.1951 

7.2813 

354 

29.8 

6.6640 

6.7481 

6.8325 

6 

9174 

7 

0026 

7.0883 

7.1743 

7.2608 

358 

30.0 

6.6531 

6.7372 

6.8218 

6 

9068 

6 

9922 

7.0780 

7.1642 

7.2507 

360 

35.0 

6.3886 

6.4765 

6.5647 

6 

6534 

6 

7425 

6.8319 

6.9218 

7.0120 

420 

40.0 

6.2144 

6.3054 

6.3968 

6 

4886 

6 

5808 

6.6733 

6.7662 

6.8595 

480 

A- 156     Financing 


MONTHLY  PAYMENT  NECESSARY 
TO  AMORTIZE  A  $1,000  LOAN 


MTBEST* 

8% 

8tt% 

8V4% 

8%% 

8%% 

8%% 

8*4% 

8%% 

MOS 

YEARS 

.5 

170.5771 

170.6385 

170.7000 

170.7614 

170.8229 

170.8844 

170.9459 

171.0074 

6 

1.0 

86.9884 

87.0462 

87.1041 

87.1619 

87.2198 

87.2777 

87.3356 

87.3935 

12 

1.5 

59.1403 

59.1974 

59.2544 

59.3116 

59.3687 

59.4259 

59.4831 

59.5404 

18 

2.0 

45.2273 

45.2843 

45.3414 

45.3985 

45.4557 

45.5129 

45.5701 

45.6274 

24 

2.5 

36.8883 

36.9456 

37.0030 

37.0604 

37.1178 

37.1753 

37.2329 

37.2905 

30 

3.0 

31.3364 

31.3941 

31.4518 

31.5096 

31.5675 

31.6255 

31.6835 

31.7416 

36 

3.5 

27.3770 

27.4352 

27.4934 

27.5517 

27.6102 

27.6686 

27.7272 

27.7858 

42 

4.0 

24.4129 

24.4716 

24.5304 

24.5893 

24.6483 

24.7074 

24.7665 

24.8257 

48 

4.5 

22.1124 

22.1717 

22.2311 

22.2906 

22.3501 

22.4098 

22.4696 

22.5294 

54 

5.0 

20.2764 

20.3363 

20.3963 

20.4563 

20.5165 

20.5768 

20.6372 

20.6977 

60 

5.5 

18.7782 

18.8386 

18.8992 

18.9599 

19.0208 

19.0817 

19.1428 

19.2040 

66 

6.0 

17.5332 

17.5943 

17.6556 

17.7169 

17.7784 

17.8400 

17.9017 

17.9636 

72 

6.5 

16.4832 

16.5449 

16.6068 

16.6688 

16.7309 

16.7931 

16.8555 

16.9181 

78 

7.0 

15.5862 

15.6486 

15.7111 

15.7737 

15.8365 

15.8994 

15.9625 

16.0257 

84 

7.5 

14.8117 

14.8747 

14.9378 

15.0011 

15.0646 

15.1282 

15.1919 

15.2558 

90 

8.0 

14.1367 

14.2003 

14.2641 

14.3280 

14.3921 

14.4564 

14.5208 

14.5854 

96 

8.5 

13.5436 

13.6078 

13.6722 

13.7368 

13.8016 

13.8666 

13.9317 

13.9970 

102 

9.0 

13.0187 

13.0836 

13.1487 

13.2139 

13.2794 

13.3450 

13.4108 

13.4767 

108 

9.5 

12.5513 

12.6168 

12.6826 

12.7485 

12.8145 

12.8808 

12.9473 

13.0140 

114 

10.0 

12.1328 

12.1989 

12.2653 

12.3318 

12.3986 

12.4655 

12.5327 

12.6000 

120 

10.5 

11.7560 

11.8228 

11.8898 

11.9570 

12.0244 

12.0920 

12.1599 

12.2279 

126 

11.0 

11.4154 

11.4829 

11.5505 

11.6183 

11.6864 

11.7547 

11.8232 

11.8919 

132 

11.5 

11.1063 

11.1743 

11.2426 

11.3110 

11.3797 

11.4487 

11.5178 

11.5872 

138 

12.0 

10.8245 

10.8932 

10.9621 

11.0312 

11.1006 

11.1701 

11.2400 

11.3100 

144 

12.5 

10.5670 

10.6362 

10.7057 

10.7755 

10.8455 

10.9157 

10.9862 

11.0569 

150 

13.0 

10.3307 

10.4006 

10.4708 

10.5412 

10.6118 

10.6827 

10.7538 

10.8252 

156 

13.5 

10.1135 

10.1840 

10.2548 

10.3258 

10.3970 

10.4686 

10.5403 

10.6124 

162 

14.0 

9.9132 

9.9843 

10.0557 

10.1273 

10.1992 

10.2713 

10.3438 

10.4164 

168 

14.5 

9.7280 

9.7997 

9.8717 

9.9440 

10.0165 

10.0893 

10.1623 

10.2356 

174 

15.0 

9.5565 

9.6288 

9.7014 

9.7743 

9.8474 

9.9208 

9.9945 

10.0684 

180 

15.5 

9.3973 

9.4702 

9.5434 

9.6168 

9.6906 

9.7646 

9.8389 

9.9135 

186 

16.0 

9.2493 

9.3227 

9.3965 

9.4706 

9.5449 

9.6195 

9.6945 

9.7697 

192 

16.5 

9.1113 

9.1854 

9.2597 

9.3344 

9.4093 

9.4846 

9.5601 

9.6359 

198 

17.0 

8.9826 

9.0572 

9.1321 

9.2074 

9.2829 

9.3588 

9.4349 

9.5113 

204 

17.5 

8.8622 

8.9375 

9.0130 

9.0888 

9.1649 

9.2413 

9.3181 

9.3951 

210 

18.0 

8.7496 

8.8254 

8.9015 

8.9779 

9.0546 

9.1316 

9.2089 

9.2865 

216 

18.5 

8.6441 

8.7204 

8.7970 

8.8740 

8.9513 

9.0289 

9.1068 

9.1850 

222 

19.0 

8.5450 

8.6219 

8.6991 

8.7766 

8.8545 

8.9326 

9.0111 

9.0899 

228 

19.5 

8.4519 

8.5294 

8.6071 

8.6852 

8.7636 

8.8423 

8.9214 

9.0007 

234 

20.0 

8.3644 

8.4424 

8.5207 

8.5993 

8.6782 

8.7575 

8.8371 

8.9170 

240 

20.5 

8.2820 

8.3605 

8.4393 

8.5185 

8.5980 

8.6778 

8.7579 

8.8384 

246 

21.0 

8.2043 

8.2833 

8.3627 

8.4424 

8.5224 

8.6028 

8.6835 

8.7645 

252 

21.5 

8.1310 

8.2105 

8.2904 

8.3706 

8.4512 

8.5321 

8.6133 

8.6949 

258 

22.0 

8.0618 

8.1418 

8.2222 

8.3030 

8.3841 

8.4655 

8.5472 

8.6293 

264 

22.5 

7.9964 

8.0769 

8.1578 

8.2391 

8.3207 

8.4026 

8.4849 

8.5675 

270 

23.0 

7.9345 

8.0156 

8.0970 

8.1788 

8.2609 

8.3433 

8.4261 

8.5092 

276 

23.5 

7.8760 

7.9575 

8.0394 

8.1217 

8.2043 

8.2873 

8.3706 

8.4542 

282 

24.0 

7.8205 

7.9026 

7.9850 

8.0677 

8.1508 

8.2343 

8.3181 

8.4022 

288 

24.5 

7.7680 

7.8505 

7.9334 

8.0166 

8.1002 

8.1841 

8.2684 

8.3530 

294 

25.0 

7.7182 

7.8012 

7.8845 

7.9682 

8.0523 

8.1367 

8.2214 

8.3065 

300 

25.5 

7.6709 

7.7543 

7.8381 

7.9223 

8.0069 

8.0917 

8.1770 

8.2625 

306 

26.0 

7.6260 

7.7099 

7.7942 

7.8788 

7.9638 

8.0491 

8.1348 

8.2209 

312 

26.5 

7.5833 

7.6677 

7.7524 

7.8375 

7.9230 

8.0088 

8.0949 

8.1814 

318 

27.0 

7.5428 

7.6276 

7.7128 

7.7983 

7.8842 

7.9705 

8.0570 

8.1440 

324 

27.5 

7.5043 

7.5895 

7.6751 

7.7611 

7.8474 

7.9341 

8.0211 

8.1085 

330 

28.0 

7.4676 

7.5533 

7.6393 

7.7257 

7.8125 

7.8996 

7.9871 

8.0749 

336 

28.5 

7.4327 

7.5188 

7.6053 

7.6921 

7.7793 

7.8668 

7.9547 

8.0429 

342 

29.0 

7.3995 

7.4860 

7.5729 

7.6601 

7.7477 

7.8357 

7.9240 

8.0126 

348 

29.5 

7.3678 

7.4547 

7.5420 

7.6297 

7.7177 

7.8061 

7.8948 

7.9838 

354 

29.8 

7.3475 

7.4347 

7.5223 

7.6102 

7.6985 

7.7871 

7.8761 

7.9654 

358 

30.0 

7.3376 

7.4250 

7.5127 

7.6007 

7.6891 

7.7779 

7.8670 

7.9564 

360 

35.0 

7.1026 

7.1936 

7.2849 

7.3766 

7.4686 

7.5610 

7.6536 

7.7466 

420 

40.0 

6.9531 

7.0471 

7.1414 

7.2360 

7.3309 

7.4262 

7.5217 

7.6175 

480 

Selected  Financial  Tables    A- 157 


MONTHLY  PAYMENT  NECESSARY 
TO  AMORTIZE  A  $1,000  LOAN 


MTBEST* 

9% 

9'*% 

9V4% 

9%% 

9'/*% 

9%% 

9y4% 

97*% 

M0S 

YEARS 

.5 

171.0689 

171.1304 

171.1920 

171.2535 

171.3151 

171.3766 

171.4382 

171.4998 

6 

1.0 

87.4515 

87.5095 

87.5675 

87.6255 

87.6835 

87.7416 

87.7997 

87.8578 

12 

1.5 

59.5977 

59.6550 

59.7123 

59.7697 

59.8271 

59.8846 

59.9420 

59.9995 

18 

2.0 

45.6847 

45.7421 

45.7995 

45.8570 

45.9145 

45.9720 

46.0296 

46.0873 

24 

2.5 

37.3482 

37.4059 

37.4637 

37.5215 

37.5794 

37.6373 

37.6953 

37.7533 

30 

3.0 

31.7997 

31.8579 

31.9162 

31.9746 

32.0330 

32.0914 

32.1499 

32.2085 

36 

3.5 

27.8445 

27.9033 

27.9621 

28.0211 

28.0801 

28.1392 

28.1983 

28.2575 

42 

4.0 

24.8850 

24.9444 

25.0039 

25.0635 

25.1231 

25.1829 

25.2427 

25.3026 

48 

4.5 

22.5894 

22.6494 

22.7096 

22.7698 

22.8301 

22.8906 

22.9511 

23.0117 

54 

5.0 

20.7584 

20.8191 

20.8799 

20.9408 

21.0019 

21.0630 

21.1242 

21.1856 

60 

5.5 

19.2652 

19.3266 

19.3882 

19.4498 

19.5116 

19.5734 

19.6354 

19.6975 

66 

6.0 

18.0255 

18.0876 

18.1499 

18.2122 

18.2747 

18.3373 

18.4000 

18.4629 

72 

6.5 

16.9807 

17.0435 

17.1065 

17.1696 

17.2328 

17.2961 

17.3596 

17.4232 

78 

7.0 

16.0891 

16.1526 

16.2162 

16.2800 

16.3440 

16.4081 

16.4723 

16.5367 

84 

7.5 

15.3199 

15.3841 

15.4485 

15.5130 

15.5777 

15.6425 

15.7075 

15.7726 

90 

8.0 

14.6502 

14.7151 

14.7802 

14.8455 

14.9109 

14.9765 

15.0422 

15.1081 

96 

8.5 

14.0624 

14.1281 

14.1939 

14.2599 

14.3260 

14.3923 

14.4588 

14.5255 

102 

9.0 

13.5429 

13.6093 

13.6758 

13.7425 

13.8094 

13.8764 

13.9437 

14.0111 

108 

9.5 

13.0808 

13.1479 

13.2151 

13.2825 

13.3502 

13.4180 

13.4859 

13.5541 

114 

10.0 

12.6676 

12.7353 

12.8033 

12.8714 

12.9398 

13.0083 

13.0770 

13.1460 

120 

10.5 

12.2961 

12.3646 

12.4332 

12.5021 

12.5712 

12.6404 

12.7099 

12.7796 

126 

11.0 

11.9608 

12.0299 

12.0993 

12.1689 

12.2386 

12.3086 

12.3788 

12.4493 

132 

11.5 

11.6568 

11.7267 

11.7967 

11.8670 

11.9375 

12.0082 

12.0791 

12.1503 

138 

12.0 

11.3803 

11.4508 

11.5216 

11.5925 

11.6637 

11.7352 

11.8068 

11.8787 

144 

12.5 

11.1279 

11.1991 

11.2705 

11.3422 

11.4141 

11.4862 

11.5586 

11.6312 

150 

13.0 

10.8968 

10.9687 

11.0408 

11.1131 

11.1857 

11.2586 

11.3316 

11.4049 

156 

13.5 

10.6846 

10.7572 

10.8300 

10.9030 

10.9763 

11.0498 

11.1236 

11.1976 

162 

14.0 

10.4894 

10.5626 

10.6360 

10.7097 

10.7837 

10.8579 

10.9324 

11.0071 

168 

14.5 

10.3092 

10.3831 

10.4572 

10.5316 

10.6062 

10.6811 

10.7562 

10.8316 

174 

15.0 

10.1427 

10.2172 

10.2919 

10.3670 

10.4422 

10.5178 

10.5936 

10.6697 

180 

15.5 

9.9884 

10.0635 

10.1389 

10.2146 

10.2905 

10.3668 

10.4432 

10.5200 

186 

16.0 

9.8452 

9.9209 

9.9970 

10.0733 

10.1499 

10.2268 

10.3039 

10.3813 

192 

16.5 

9.7120 

9.7884 

9.8651 

9.9420 

10.0193 

10.0968 

10.1746 

10.2527 

198 

17.0 

9.5880 

9.6651 

9.7423 

9.8199 

9.8978 

9.9760 

10.0544 

10.1331 

204 

17.5 

9.4724 

9.5500 

9.6280 

9.7062 

9.7847 

9.8634 

9.9425 

10.0219 

210 

18.0 

9.3644 

9.4427 

9.5212 

9.6000 

9.6791 

9.7585 

9.8382 

9.9182 

216 

18.5 

9.2635 

9.3423 

9.4214 

9.5008 

9.5806 

9.6606 

9.7409 

9.8215 

222 

19.0 

9.1690 

9.2484 

9.3281 

9.4081 

9.4884 

9.5690 

9.6499 

9.7311 

228 

19.5 

9.0804 

9.1604 

9.2406 

9.3212 

9.4021 

9.4833 

9.5648 

9.6466 

234 

20.0 

8.9973 

9.0778 

9.1587 

9.2398 

9.3213 

9.4031 

9.4852 

9.5675 

240 

20.5 

8.9192 

9.0003 

9.0817 

9.1635 

9.2455 

9.3279 

9.4105 

9.4935 

246 

21.0 

8.8458 

8.9275 

9.0094 

9.0917 

9.1743 

9.2573 

9.3405 

9.4240 

252 

21.5 

8.7768 

8.8590 

8.9415 

9.0243 

9.1075 

9.1909 

9.2747 

9.3588 

258 

22.0 

8.7117 

8.7945 

8.8775 

8.9609 

9.0446 

9.1286 

9.2129 

9.2975 

264 

22.5 

8.6505 

8.7337 

8.8173 

8.9012 

8.9855 

9.0700 

9.1548 

9.2400 

270 

23.0 

8.5927 

8.6765 

8.7606 

8.8450 

8.9297 

9.0148 

9.1002 

9.1858 

276 

23.5 

8.5381 

8.6224 

8.7071 

8.7920 

8.8772 

8.9628 

9.0487 

9.1349 

282 

24.0 

8.4866 

8.5714 

8.6566 

8.7420 

8.8277 

8.9138 

9.0002 

9.0869 

288 

24.5 

8.4380 

8.5233 

8.6089 

8.6948 

8.7811 

8.8676 

8.9545 

9.0417 

294 

25.0 

8.3920 

8.4777 

8.5638 

8.6502 

8.7370 

8.8240 

8.9114 

8.9990 

300 

25.5 

8.3484 

8.4347 

8.5212 

8.6081 

8.6953 

8.7829 

8.8707 

8.9588 

306 

26.0 

8.3072 

8.3939 

8.4810 

8.5683 

8.6560 

8.7440 

8.8323 

8.9209 

312 

26.5 

8.2682 

8.3554 

8.4429 

8.5307 

8.6188 

8.7072 

8.7960 

8.8850 

318 

27.0 

8.2313 

8.3189 

8.4068 

8.4950 

8.5836 

8.6725 

8.7617 

8.8512 

324 

27.5 

8.1962 

8.2843 

8.3726 

8.4613 

8.5503 

8.6396 

8.7293 

8.8192 

330 

28.0 

8.1630 

8.2515 

8.3403 

8.4294 

8.5188 

8.6086 

8.6986 

8.7890 

336 

28.5 

8.1315 

8.2204 

8.3096 

8.3991 

8.4890 

8.5791 

8.6696 

8.7604 

342 

29.0 

8.1016 

8.1909 

8.2805 

8.3705 

8.4607 

8.5513 

8.6421 

8.7333 

348 

29.5 

8.0732 

8.1629 

8.2529 

8.3433 

8.4339 

8.5249 

8.6162 

8.7077 

354 

29.8 

8.0551 

8.1450 

8.2353 

8.3259 

8.4169 

8.5081 

8.5996 

8.6914 

358 

30.0 

8.0462 

8.1363 

8.2268 

8.3175 

8.4085 

8.4999 

8.5915 

8.6835 

360 

35.0 

7.8399 

7.9335 

8.0274 

8.1216 

8.2161 

8.3109 

8.4059 

8.5012 

420 

40.0 

7.7136 

7.8100 

7.9066 

8.0035 

8.1006 

8.1980 

8.2956 

8.3934 

480 

A- 158     Financing 


MONTHLY  PAYMENT  NECESSARY 
TO  AMORTIZE  A  $1,000  LOAN 


INTEREST! 

10% 

10%% 

10V4% 

10%% 

10%% 

10%% 

10%% 

10%% 

MOS 

YEARS 

.5 

171.5614 

171.6230 

171.6846 

171.7462 

171.8079 

171.8695 

171.9312 

171.9929 

6 

1.0 

87.9159 

87.9740 

88.0322 

88.0904 

88.1486 

88.2068 

88.2651 

88.3234 

12 

1.5 

60.0571 

60.1147 

60.1723 

60.2299 

60.2876 

60.3453 

60.4030 

60.4607 

18 

2.0 

46.1449 

46.2026 

46.2604 

46.3182 

46.3760 

46.4339 

46.4919 

46.5498 

24 

2.5 

37.8114 

37.8696 

37.9278 

37.9860 

38.0443 

38.1027 

38.1611 

38.2195 

30 

3.0 

32.2672 

32.3259 

32.3847 

32.4435 

32.5024 

32.5614 

32.6205 

32.6796 

36 

3.5 

28.3168 

28.3762 

28.4356 

28.4952 

28.5547 

28.6144 

28.6742 

28.7340 

42 

4.0 

25.3626 

25.4227 

25.4828 

25.5431 

25.6034 

25.6638 

25.7243 

25.7849 

48 

4.5 

23.0724 

23.1332 

23.1941 

23.2551 

23.3162 

23.3774 

23.4387 

23.5000 

54 

5.0 

21.2470 

21.3086 

21.3703 

21.4320 

21.4939 

21.5559 

21.6180 

21.6801 

60 

5.5 

19.7597 

19.8220 

19.8845 

19.9470 

20.0097 

20.0725 

20.1354 

20.1984 

66 

6.0 

18.5258 

18.5889 

18.6522 

18.7155 

18.7790 

18.8426 

18.9063 

18.9701 

72 

6.5 

17.4869 

17.5508 

17.6148 

17.6790 

17.7432 

17.8077 

17.8722 

17.9369 

78 

7.0 

16.6012 

16.6658 

16.7306 

16.7956 

16.8607 

16.9259 

16.9913 

17.0568 

84 

7.5 

15.8379 

15.9034 

15.9690 

16.0347 

16.1006 

16.1666 

16.2328 

16.2992 

90 

8.0 

15.1742 

15.2404 

15.3068 

15.3733 

15.4400 

15.5069 

15.5739 

15.6411 

96 

8.5 

14.5923 

14.6593 

14.7265 

14.7938 

14.8613 

14.9290 

14.9969 

15.0649 

102 

9.0 

14.0787 

14.1465 

14.2144 

14.2826 

14.3509 

14.4193 

14.4880 

14.5568 

108 

9.5 

13.6225 

13.6910 

13.7598 

13.8287 

13.8978 

13.9671 

14.0366 

14.1062 

114 

10.0 

13.2151 

13.2844 

13.3539 

13.4236 

13.4935 

13.5636 

13.6339 

13.7043 

120 

10.5 

12.8494 

12.9195 

12.9898 

13.0603 

13.1310 

13.2018 

13.2729 

13.3442 

126 

11.0 

12.5199 

12.5907 

12.6618 

12.7330 

12.8045 

12.8761 

12.9480 

13.0201 

132 

11.5 

12.2216 

12.2932 

12.3650 

12.4370 

12.5093 

12.5817 

12.6543 

12.7272 

138 

12.0 

11.9508 

12.0231 

12.0957 

12.1684 

12.2414 

12.3146 

12.3880 

12.4617 

144 

12.5 

11.7040 

11.7771 

11.8503 

11.9239 

11.9976 

12.0716 

12.1458 

12.2202 

150 

13.0 

11.4785 

11.5523 

11.6263 

11.7005 

11.7750 

11.8497 

11.9247 

11.9999 

156 

13.5 

11.2718 

11.3463 

11.4211 

11.4961 

11.5713 

11.6467 

11.7224 

11.7984 

162 

14.0 

11.0820 

11.1572 

11.2327 

11.3084 

11.3843 

11.4605 

11.5370 

11.6136 

168 

14.5 

10.9073 

10.9832 

11.0593 

11.1358 

11.2124 

11.2893 

11.3665 

11.4439 

174 

15.0 

10.7461 

10.8227 

10.8995 

10.9766 

11.0540 

11.1316 

11.2095 

11.2876 

180 

15.5 

10.5970 

10.6743 

10.7518 

10.8297 

10.9077 

10.9860 

11.0646 

11.1434 

186 

16.0 

10.4590 

10.5370 

10.6152 

10.6937 

10.7724 

10.8514 

10.9307 

11.0102 

192 

16.5 

10.3310 

10.4096 

10.4885 

10.5677 

10.6471 

10.7268 

10.8067 

10.8869 

198 

17.0 

10.2121 

10.2914 

10.3709 

10.4507 

10.5308 

10.6112 

10.6918 

10.7727 

204 

17.5 

10.1015 

10.1814 

10.2616 

10.3420 

10.4228 

10.5038 

10.5851 

10.6666 

210 

18.0 

9.9984 

10.0790 

10.1598 

10.2409 

10.3223 

10.4039 

10.4858 

10.5680 

216 

18.5 

9.9023 

9.9835 

10.0649 

10.1467 

10.2287 

10.3110 

10.3935 

10.4763 

222 

19.0 

9.8126 

9.8944 

9.9764 

10.0588 

10.1414 

10.2243 

10.3075 

10.3909 

228 

19.5 

9.7287 

9.8111 

9.8937 

9.9767 

10.0599 

10.1434 

10.2272 

10.3113 

234 

20.0 

9.6502 

9.7332 

9.8164 

9.9000 

9.9838 

10.0679 

10.1523 

10.2370 

240 

20.5 

9.5767 

9.6603 

9.7441 

9.8282 

9.9126 

9.9973 

10.0823 

10.1675 

246 

21.0 

9.5078 

9.5919 

9.6763 

9.7610 

9.8460 

9.9313 

10.0168 

10.1026 

252 

21.5 

9.4432 

9.5278 

9.6128 

9.6980 

9.7836 

9.8694 

9.9555 

10.0419 

258 

22.0 

9.3825 

9.4677 

9.5532 

9.6390 

9.7251 

9.8114 

9.8981 

9.9850 

264 

22.5 

9.3254 

9.4112 

9.4972 

9.5836 

9.6702 

9.7571 

9.8443 

9.9318 

270 

23.0 

9.2718 

9.3581 

9.4447 

9.5315 

9.6187 

9.7061 

9.7938 

9.8818 

276 

23.5 

9.2214 

9.3082 

9.3952 

9.4826 

9.5703 

9.6582 

9.7465 

9.8350 

282 

24.0 

9.1739 

9.2612 

9.3488 

9.4366 

9.5248 

9.6133 

9.7020 

9.7910 

288 

24.5 

9.1292 

9.2169 

9.3050 

9.3934 

9.4820 

9.5710 

9.6602 

9.7497 

294 

25.0 

9.0870 

9.1753 

9.2638 

9.3527 

9.4418 

9.5312 

9.6209 

9.7109 

300 

25.5 

9.0473 

9.1360 

9.2250 

9.3143 

9.4040 

9.4938 

9.5840 

9.6744 

306 

26.0 

9.0098 

9.0990 

9.1885 

9.2782 

9.3683 

9.4586 

9.5492 

9.6401 

312 

26.5 

8.9744 

9.0640 

9.1540 

9.2442 

9.3347 

9.4255 

9.5165 

9.6079 

318 

27.0 

8.9410 

9.0311 

9.1214 

9.2121 

9.3030 

9.3943 

9.4857 

9.5775 

324 

27.5 

8.9094 

8.9999 

9.0907 

9.1818 

9.2732 

9.3648 

9.4567 

9.5489 

330 

28.0 

8.8796 

8.9705 

9.0618 

9.1533 

9.2450 

9.3371 

9.4294 

9.5220 

336 

28.5 

8.8514 

8.9428 

9.0344 

9.1263 

9.2185 

9.3109 

9.4036 

9.4966 

342 

29.0 

8.8248 

8.9165 

9.0085 

9.1008 

9.1934 

9.2862 

9.3793 

9.4727 

348 

29.5 

8.7996 

8.8917 

8.9841 

9.0768 

9.1697 

9.2630 

9.3564 

9.4502 

354 

29.8 

8.7835 

8.8759 

8.9686 

9.0615 

9.1547 

9.2482 

9.3419 

9.4358 

358 

30.0 

8.7757 

8.8682 

8.9610 

9.0541 

9.1474 

9.2410 

9.3348 

9.4289 

360 

35.0 

8.5967 

8.6925 

8.7886 

8.8848 

8.9813 

9.0781 

9.1750 

9.2722 

420 

40.0 

8.4915 

8.5897 

8.6882 

8.7868 

8.8857 

8.9847 

9.0840 

9.1834 

480 

Selected  Financial  Tables    A- 159 


MONTHLY  PAYMENT  NECESSARY 
TO  AMORTIZE  A  $1,000  LOAN 


■jTERESTl 

11% 

11%% 

11V4% 

11*% 

11%% 

11%% 

11%% 

11%% 

uos 

YEARS 

.5 

172.0545 

172.1162 

172.1779 

172.2397 

172.3014 

172.3631 

172.4248 

172.4866 

6 

1.0 

88.3817 

88.4400 

88.4983 

88.5567 

88.6151 

88.6735 

88.7319 

88.7903 

12 

1.5 

60.5185 

60.5764 

60.6342 

60.6921 

60.7500 

60.8080 

60.8660 

60.9240 

18 

2.0 

46.6078 

46.6659 

46.7240 

46.7821 

46.8403 

46.8985 

46.9568 

47.0151 

24 

2.5 

38.2781 

38.3366 

38.3953 

38.4539 

38.5127 

38.5714 

38.6303 

38.6892 

30 

3.0 

32.7387 

32.7979 

32.8572 

32.9166 

32.9760 

33.0355 

33.0950 

33.1546 

36 

3.5 

28.7939 

28.8538 

28.9139 

28.9740 

29.0342 

29.0944 

29.1547 

29.2151 

42 

4.0 

25.8455 

25.9063 

25.9671 

26.0280 

26.0890 

26.1501 

26.2113 

26.2725 

48 

4.5 

23.5615 

23.6230 

23.6847 

23.7464 

23.8083 

23.8702 

23.9322 

23.9944 

54 

5.0 

21.7424 

21.8048 

21.8673 

21.9299 

21.9926 

22.0554 

22.1183 

22.1813 

60 

5.5 

20.2615 

20.3247 

20.3881 

20.4515 

20.5151 

20.5788 

20.6426 

20.7065 

66 

6.0 

19.0341 

19.0982 

19.1624 

19.2267 

19.2912 

19.3557 

19.4204 

19.4853 

72 

6.5 

18.0017 

18.0666 

18.1317 

18.1969 

18.2622 

18.3277 

18.3933 

18.4590 

78 

7.0 

17.1224 

17.1882 

17.2542 

17.3202 

17.3865 

17.4528 

17.5193 

17.5860 

84 

7.5 

16.3657 

16.4323 

16.4991 

16.5661 

16.6332 

16.7004 

16.7678 

16.8354 

90 

8.0 

15.7084 

15.7759 

15.8436 

15.9114 

15.9794 

16.0475 

16.1158 

16.1842 

96 

8.5 

15.1330 

15.2014 

15.2699 

15.3386 

15.4074 

15.4764 

15.5456 

15.6150 

102 

9.0 

14.6259 

14.6950 

14.7644 

14.8339 

14.9037 

14.9735 

15.0436 

15.1138 

108 

9.5 

14.1761 

14.2461 

14.3163 

14.3867 

14.4572 

14.5280 

14.5989 

14.6700 

114 

10.0 

13.7750 

13.8459 

13.9169 

13.9881 

14.0595 

14.1312 

14.2029 

14.2749 

120 

10.5 

13.4157 

13.4873 

13.5592 

13.6313 

13.7035 

13.7760 

13.8486 

13.9215 

126 

11.0 

13.0923 

13.1648 

13.2375 

13.3104 

13.3835 

13.4568 

13.5303 

13.6040 

132 

11.5 

12.8003 

12.8736 

12.9471 

13.0208 

13.0947 

13.1688 

13.2431 

13.3177 

138 

12.0 

12.5356 

12.6096 

12.6839 

12.7584 

12.8332 

12.9081 

12.9833 

13.0586 

144 

12.5 

12.2948 

12.3697 

12.4448 

12.5201 

12.5956 

12.6713 

12.7473 

12.8235 

150 

13.0 

12.0753 

12.1509 

12.2268 

12.3029 

12.3792 

12.4557 

12.5325 

12.6095 

156 

13.5 

11.8745 

11.9509 

12.0276 

12.1044 

12.1815 

12.2588 

12.3364 

12.4142 

162 

14.0 

11.6905 

11.7677 

11.8451 

11.9227 

12.0006 

12.0786 

12.1570 

12.2355 

168 

14.5 

11.5215 

11.5994 

11.6776 

11.7559 

11.8345 

11.9134 

11.9925 

12.0718 

174 

15.0 

11.3660 

11.4446 

11.5234 

11.6026 

11.6819 

11.7615 

11.8413 

11.9214 

180 

15.5 

11.2225 

11.3018 

11.3814 

11.4613 

11.5413 

11.6216 

11.7022 

11.7830 

186 

16.0 

11.0900 

11.1700 

11.2503 

11.3309 

11.4117 

11.4927 

11.5740 

11.6555 

192 

16.5 

10.9674 

11.0481 

11.1291 

11.2103 

11.2918 

11.3736 

11.4556 

11.5378 

198 

17.0 

10.8538 

10.9352 

11.0169 

11.0988 

11.1810 

11.2634 

11.3461 

11.4290 

204 

17.5 

10.7484 

10.8305 

10.9128 

10.9954 

11.0782 

11.1613 

11.2447 

11.3283 

210 

18.0 

10.6505 

10.7332 

10.8162 

10.8994 

10.9830 

11.0667 

11.1507 

11.2350 

216 

18.5 

10.5594 

10.6428 

10.7264 

10.8103 

10.8945 

10.9789 

11.0635 

11.1484 

222 

19.0 

10.4746 

10.5586 

10.6429 

10.7274 

10.8122 

10.8972 

10.9825 

11.0681 

228 

19.5 

10.3956 

10.4802 

10.5651 

10.6502 

10.7356 

10.8213 

10.9072 

10.9933 

234 

20.0 

10.3219 

10.4071 

10.4926 

10.5783 

10.6643 

10.7506 

10.8371 

10.9238 

240 

20.5 

10.2530 

10.3388 

10.4249 

10.5112 

10.5978 

10.6847 

10.7718 

10.8591 

246 

21.0 

10.1887 

10.2751 

10.3617 

10.4486 

10.5358 

10.6232 

10.7109 

10.7988 

252 

21.5 

10.1285 

10.2155 

10.3027 

10.3901 

10.4779 

10.5658 

10.6541 

10.7426 

258 

22.0 

10.0722 

10.1597 

10.2475 

10.3355 

10.4237 

10.5123 

10.6011 

10.6901 

264 

22.5 

10.0195 

10.1075 

10.1958 

10.2843 

10.3731 

10.4622 

10.5515 

10.6411 

270 

23.0 

9.9701 

10.0586 

10.1474 

10.2365 

10.3258 

10.4154 

10.5052 

10.5953 

276 

23.5 

9.9237 

10.0128 

10.1021 

10.1917 

10.2815 

10.3716 

10.4619 

10.5525 

282 

24.0 

9.8803 

9.9698 

10.0596 

10.1497 

10.2400 

10.3306 

10.4214 

10.5125 

288 

24.5 

9.8395 

9.9295 

10.0198 

10.1103 

10.2011 

10.2922 

10.3835 

10.4751 

294 

25.0 

9.8011 

9.8916 

9.9824 

10.0734 

10.1647 

10.2562 

10.3480 

10.4400 

300 

25.5 

9.7651 

9.8561 

9.9473 

10.0388 

10.1305 

10.2225 

10.3147 

10.4072 

306 

26.0 

9.7313 

9.8227 

9.9144 

10.0063 

10.0984 

10.1909 

10.2835 

10.3764 

312 

26.5 

9.6994 

9.7913 

9.8834 

9.9757 

10.0683 

10.1612 

10.2543 

10.3476 

318 

27.0 

9.6695 

9.7618 

9.8543 

9.9471 

10.0401 

10.1333 

10.2268 

10.3205 

324 

27.5 

9.6413 

9.7340 

9.8269 

9.9201 

10.0135 

10.1072 

10.2011 

10.2952 

330 

28.0 

9.6148 

9.7079 

9.8012 

9.8948 

9.9886 

10.0826 

10.1769 

10.2714 

336 

28.5 

9.5898 

9.6833 

9.7770 

9.8710 

9.9652 

10.0596 

10.1542 

10.2491 

342 

29.0 

9.5663 

9.6601 

9.7542 

9.8486 

9.9431 

10.0379 

10.1329 

10.2281 

348 

29.5 

9.5441 

9.6383 

9.7328 

9.8275 

9.9224 

10.0175 

10.1129 

10.2085 

354 

29.8 

9.5301 

9.6245 

9.7192 

9.8141 

9.9093 

10.0046 

10.1002 

10.1960 

358 

30.0 

9.5232 

9.6178 

9.7126 

9.8077 

9.9029 

9.9984 

10.0941 

10.1900 

360 

35.0 

9.3696 

9.4672 

9.5649 

9.6629 

9.7611 

9.8594 

9.9579 

10.0566 

420 

40.0 

9.2829 

9.3827 

9.4826 

9.5826 

9.6828 

9.7832 

9.8836 

9.9843 

480 

A- 160     Financing 


MONTHLY  PAYMENT  NECESSARY 
TO  AMORTIZE  A  $1,000  LOAN 


■MEREST) 

11% 

11%% 

11V4% 

11%% 

11%% 

11%% 

11%% 

11%% 

■OS 

YEARS 

.5 

172.0545 

172.1162 

172.1779 

172.2397 

172.3014 

172.3631 

172.4248 

172.4866 

6 

1.0 

88.3817 

88.4400 

88.4983 

88.5567 

88.6151 

88.6735 

88.7319 

88.7903 

12 

1.5 

60.5185 

60.5764 

60.6342 

60.6921 

60.7500 

60.8080 

60.8660 

60.9240 

18 

2.0 

46.6078 

46.6659 

46.7240 

46.7821 

46.8403 

46.8985 

46.9568 

47.0151 

24 

2.5 

38.2781 

38.3366 

38.3953 

38.4539 

38.5127 

38.5714 

38.6303 

38.6892 

30 

3.0 

32.7387 

32.7979 

32.8572 

32.9166 

32.9760 

33.0355 

33.0950 

33.1546 

36 

3.5 

28.7939 

28.8538 

28.9139 

28.9740 

29.0342 

29.0944 

29.1547 

29.2151 

42 

4.0 

25.8455 

25.9063 

25.9671 

26.0280 

26.0890 

26.1501 

26.2113 

26.2725 

48 

4.5 

23.5615 

23.6230 

23.6847 

23.7464 

23.8083 

23.8702 

23.9322 

23.9944 

54 

5.0 

21.7424 

21.8048 

21.8673 

21.9299 

21.9926 

22.0554 

22.1183 

22.1813 

60 

5.5 

20.2615 

20.3247 

20.3881 

20.4515 

20.5151 

20.5788 

20.6426 

20.7065 

66 

6.0 

19.0341 

19.0982 

19.1624 

19.2267 

19.2912 

19.3557 

19.4204 

19.4853 

72 

6.5 

18.0017 

18.0666 

18.1317 

18.1969 

18.2622 

18.3277 

18.3933 

18.4590 

78 

7.0 

17.1224 

17.1882 

17.2542 

17.3202 

17.3865 

17.4528 

17.5193 

17.5860 

84 

7.5 

16.3657 

16.4323 

16.4991 

16.5661 

16.6332 

16.7004 

16.7678 

16.8354 

90 

8.0 

15.7084 

15.7759 

15.8436 

15.9114 

15.9794 

16.0475 

16.1158 

16.1842 

96 

8.5 

15.1330 

15.2014 

15.2699 

15.3386 

15.4074 

15.4764 

15.5456 

15.6150 

102 

9.0 

14.6259 

14.6950 

14.7644 

14.8339 

14.9037 

14.9735 

15.0436 

15.1138 

108 

9.5 

14.1761 

14.2461 

14.3163 

14.3867 

14.4572 

14.5280 

14.5989 

14.6700 

114 

10.0 

13.7750 

13.8459 

13.9169 

13.9881 

14.0595 

14.1312 

14.2029 

14.2749 

120 

10.5 

13.4157 

13.4873 

13.5592 

13.6313 

13.7035 

13.7760 

13.8486 

13.9215 

126 

11.0 

13.0923 

13.1648 

13.2375 

13.3104 

13.3835 

13.4568 

13.5303 

13.6040 

132 

11.5 

12.8003 

12.8736 

12.9471 

13.0208 

13.0947 

13.1688 

13.2431 

13.3177 

138 

12.0 

12.5356 

12.6096 

12.6839 

12.7584 

12.8332 

12.9081 

12.9833 

13.0586 

144 

12.5 

12.2948 

12.3697 

12.4448 

12.5201 

12.5956 

12.6713 

12.7473 

12.8235 

150 

13.0 

12.0753 

12.1509 

12.2268 

12.3029 

12.3792 

12.4557 

12.5325 

12.6095 

156 

13.5 

11.8745 

11.9509 

12.0276 

12.1044 

12.1815 

12.2588 

12.3364 

12.4142 

162 

14.0 

11.6905 

11.7677 

11.8451 

11.9227 

12.0006 

12.0786 

12.1570 

12.2355 

168 

14.5 

11.5215 

11.5994 

11.6776 

11.7559 

11.8345 

11.9134 

11.9925 

12.0718 

174 

15.0 

11.3660 

11.4446 

11.5234 

11.6026 

11.6819 

11.7615 

11.8413 

11.9214 

180 

15.5 

11.2225 

11.3018 

11.3814 

11.4613 

11.5413 

11.6216 

11.7022 

11.7830 

186 

16.0 

11.0900 

11.1700 

11.2503 

11.3309 

11.4117 

11.4927 

11.5740 

11.6555 

192 

16.5 

10.9674 

11.0481 

11.1291 

11.2103 

11.2918 

11.3736 

11.4556 

11.5378 

198 

17.0 

10.8538 

10.9352 

11.0169 

11.0988 

11.1810 

11.2634 

11.3461 

11.4290 

204 

17.5 

10.7484 

10.8305 

10.9128 

10.9954 

11.0782 

11.1613 

11.2447 

11.3283 

210 

18.0 

10.6505 

10.7332 

10.8162 

10.8994 

10.9830 

11.0667 

11.1507 

11.2350 

216 

18.5 

10.5594 

10.6428 

10.7264 

10.8103 

10.8945 

10.9789 

11.0635 

11.1484 

222 

19.0 

10.4746 

10.5586 

10.6429 

10.7274 

10.8122 

10.8972 

10.9825 

11.0681 

228 

19.5 

10.3956 

10.4802 

10.5651 

10.6502 

10.7356 

10.8213 

10.9072 

10.9933 

234 

20.0 

10.3219 

10.4071 

10.4926 

10.5783 

10.6643 

10.7506 

10.8371 

10.9238 

240 

20.5 

10.2530 

10.3388 

10.4249 

10.5112 

10.5978 

10.6847 

10.7718 

10.8591 

246 

21.0 

10.1887 

10.2751 

10.3617 

10.4486 

10.5358 

10.6232 

10.7109 

10.7988 

252 

21.5 

10.1285 

10.2155 

10.3027 

10.3901 

10.4779 

10.5658 

10.6541 

10.7426 

258 

22.0 

10.0722 

10.1597 

10.2475 

10.3355 

10.4237 

10.5123 

10.6011 

10.6901 

264 

22.5 

10.0195 

10.1075 

10.1958 

10.2843 

10.3731 

10.4622 

10.5515 

10.6411 

270 

23.0 

9.9701 

10.0586 

10.1474 

10.2365 

10.3258 

10.4154 

10.5052 

10.5953 

276 

23.5 

9.9237 

10.0128 

10.1021 

10.1917 

10.2815 

10.3716 

10.4619 

10.5525 

282 

24.0 

9.8803 

9.9698 

10.0596 

10.1497 

10.2400 

10.3306 

10.4214 

10.5125 

288 

24.5 

9.8395 

9.9295 

10.0198 

10.1103 

10.2011 

10.2922 

10.3835 

10.4751 

294 

25.0 

9.8011 

9.8916 

9.9824 

10.0734 

10.1647 

10.2562 

10.3480 

10.4400 

300 

25.5 

9.7651 

9.8561 

9.9473 

10.0388 

10.1305 

10.2225 

10.3147 

10.4072 

306 

26.0 

9.7313 

9.8227 

9.9144 

10.0063 

10.0984 

10.1909 

10.2835 

10.3764 

312 

26.5 

9.6994 

9.7913 

9.8834 

9.9757 

10.0683 

10.1612 

10.2543 

10.3476 

318 

27.0 

9.6695 

9.7618 

9.8543 

9.9471 

10.0401 

10.1333 

10.2268 

10.3205 

324 

27.5 

9.6413 

9.7340 

9.8269 

9.9201 

10.0135 

10.1072 

10.2011 

10.2952 

330 

28.0 

9.6148 

9.7079 

9.8012 

9.8948 

9.9886 

10.0826 

10.1769 

10.2714 

336 

28.5 

9.5898 

9.6833 

9.7770 

9.8710 

9.9652 

10.0596 

10.1542 

10.2491 

342 

29.0 

9.5663 

9.6601 

9.7542 

9.8486 

9.9431 

10.0379 

10.1329 

10.2281 

348 

29.5 

9.5441 

9.6383 

9.7328 

9.8275 

9.9224 

10.0175 

10.1129 

10.2085 

354 

29.8 

9.5301 

9.6245 

9.7192 

9.8141 

9.9093 

10.0046 

10.1002 

10.1960 

358 

30.0 

9.5232 

9.6178 

9.7126 

9.8077 

9.9029 

9.9984 

10.0941 

10.1900 

360 

35.0 

9.3696 

9.4672 

9.5649 

9.6629 

9.7611 

9.8594 

9.9579 

10.0566 

420 

40.0 

9.2829 

9.3827 

9.4826 

9.5826 

9.6828 

9.7832 

9.8836 

9.9843 

480 

Selected  Financial  Tables    A- 1 6 1 


MONTHLY  PAYMENT  NECESSARY 
TO  AMORTIZE  A  $1,000  LOAN 


MTERESTI 

13% 

13%% 

131/4% 

13%% 

13%% 

13%% 

13%% 

13%% 

MOS 

YEARS 

.5 

173.0429 

173.1047 

173.1666 

173.2285 

173.2903 

173.3522 

173.4142 

173.4761 

6 

1.0 

89.3173 

89.3759 

89.4346 

89.4933 

89.5520 

89.6108 

89.6695 

89.7283 

12 

1.5 

61.4476 

61.5059 

61.5643 

61.6227 

61.6811 

61.7396 

61.7981 

61.8566 

18 

2.0 

47.5418 

47.6006 

47.6593 

47.7182 

47.7770 

47.8359 

47.8949 

47.9539 

24 

2.5 

39.2215 

39.2810 

39.3404 

39.4000 

39.4595 

39.5192 

39.5788 

39.6386 

30 

3.0 

33.6940 

33.7542 

33.8145 

33.8749 

33.9353 

33.9958 

34.0563 

34.1170 

36 

3.5 

29.7621 

29.8232 

29.8844 

29.9457 

30.0071 

30.0685 

30.1300 

30.1916 

42 

4.0 

26.8275 

26.8896 

26.9517 

27.0140 

27.0763 

27.1387 

27.2012 

27.2638 

48 

4.5 

24.5577 

24.6207 

24.6839 

24.7471 

24.8104 

24.8739 

24.9374 

25.0010 

54 

5.0 

22.7531 

22.8171 

22.8813 

22.9455 

23.0098 

23.0743 

23.1388 

23.2035 

60 

5.5 

21.2868 

21.3518 

21.4170 

21.4822 

21.5476 

21.6131 

21.6787 

21.7444 

66 

6.0 

20.0741 

20.1401 

20.2063 

20.2726 

20.3390 

20.4055 

20.4721 

20.5389 

72 

6.5 

19.0565 

19.1235 

19.1907 

19.2579 

19.3254 

19.3929 

19.4606 

19.5284 

78 

7.0 

18.1920 

18.2600 

18.3282 

18.3965 

18.4649 

18.5335 

18.6022 

18.6710 

84 

7.5 

17.4499 

17.5189 

17.5881 

17.6574 

17.7268 

17.7964 

17.8662 

17.9361 

90 

8.0 

16.8073 

16.8773 

16.9474 

17.0177 

17.0882 

17.1588 

17.2295 

17.3004 

96 

8.5 

16.2464 

16.3174 

16.3885 

16.4598 

16.5312 

16.6028 

16.6746 

16.7465 

102 

9.0 

15.7536 

15.8255 

15.8976 

15.9699 

16.0423 

16.1149 

16.1877 

16.2606 

108 

9.5 

15.3180 

15.3909 

15.4640 

15.5372 

15.6106 

15.6842 

15.7579 

15.8318 

114 

10.0 

14.9311 

15.0049 

15.0789 

15.1531 

15.2274 

15.3020 

15.3767 

15.4516 

120 

10.5 

14.5857 

14.6604 

14.7354 

14.8105 

14.8858 

14.9612 

15.0369 

15.1128 

126 

11.0 

14.2761 

14.3518 

14.4276 

14.5036 

14.5799 

14.6563 

14.7329 

14.8097 

132 

11.5 

13.9976 

14.0742 

14.1509 

14.2279 

14.3050 

14.3823 

14.4598 

14.5376 

138 

12.0 

13.7463 

13.8237 

13.9013 

13.9791 

14.0572 

14.1354 

14.2138 

14.2925 

144 

12.5 

13.5187 

13.5970 

13.6755 

13.7542 

13.8331 

13.9122 

13.9915 

14.0710 

150 

13.0 

13.3121 

13.3912 

13.4706 

13.5502 

13.6299 

13.7099 

13.7901 

13.8704 

156 

13.5 

13.1241 

13.2041 

13.2843 

13.3647 

13.4453 

13.5261 

13.6071 

13.6883 

162 

14.0 

12.9526 

13.0334 

13.1144 

13.1956 

13.2771 

13.3587 

13.4406 

13.5226 

168 

14.5 

12.7959 

12.8775 

12.9593 

13.0413 

13.1236 

13.2060 

13.2887 

13.3715 

174 

15.0 

12.6524 

12.7348 

12.8174 

12.9002 

12.9832 

13.0664 

13.1499 

13.2335 

180 

15.5 

12.5208 

12.6039 

12.6873 

12.7708 

12.8546 

12.9386 

13.0228 

13.1073 

186 

16.0 

12.3999 

12.4837 

12.5678 

12.6521 

12.7367 

12.8214 

12.9064 

12.9916 

192 

16.5 

12.2886 

12.3732 

12.4580 

12.5431 

12.6283 

12.7138 

12.7995 

12.8854 

198 

17.0 

12.1861 

12.2714 

12.3570 

12.4427 

12.5287 

12.6149 

12.7013 

12.7879 

204 

17.5 

12.0916 

12.1776 

12.2638 

12.3503 

12.4369 

12.5238 

12.6109 

12.6982 

210 

18.0 

12.0043 

12.0910 

12.1779 

12.2650 

12.3523 

12.4399 

12.5276 

12.6156 

216 

18.5 

11.9236 

12.0109 

12.0985 

12.1863 

12.2742 

12.3624 

12.4509 

12.5395 

222 

19.0 

11.8490 

11.9369 

12.0251 

12.1135 

12.2021 

12.2910 

12.3800 

12.4693 

228 

19.5 

11.7798 

11.8684 

11.9572 

12.0462 

12.1354 

12.2249 

12.3146 

12.4044 

234 

20.0 

11.7158 

11.8049 

11.8943 

11.9839 

12.0737 

12.1638 

12.2541 

12.3445 

240 

20.5 

11.6563 

11.7461 

11.8360 

11.9262 

12.0166 

12.1072 

12.1981 

12.2891 

246 

21.0 

11.6011 

11.6915 

11.7820 

11.8727 

11.9637 

12.0549 

12.1463 

12.2379 

252 

21.5 

11.5499 

11.6408 

11.7318 

11.8231 

11.9146 

12.0063 

12.0983 

12.1904 

258 

22.0 

11.5023 

11.5937 

11.6853 

11.7771 

11.8691 

11.9613 

12.0538 

12.1464 

264 

22.5 

11.4580 

11.5499 

11.6420 

11.7343 

11.8269 

11.9196 

12.0125 

12.1057 

270 

23.0 

11.4168 

11.5092 

11.6018 

11.6946 

11.7876 

11.8808 

11.9743 

12.0679 

276 

23.5 

11.3784 

11.4713 

11.5644 

11.6577 

11.7512 

11.8449 

11.9388 

12.0329 

282 

24.0 

11.3427 

11.4360 

11.5296 

11.6233 

11.7173 

11.8114 

11.9058 

12.0003 

288 

24.5 

11.3094 

11.4032 

11.4972 

11.5914 

11.6858 

11.7804 

11.8751 

11.9701 

294 

25.0 

11.2784 

11.3726 

11.4670 

11.5616 

11.6564 

11.7515 

11.8467 

11.9420 

300 

25.5 

11.2494 

11.3441 

11.4389 

11.5339 

11.6292 

11.7246 

11.8202 

11.9160 

306 

26.0 

11.2224 

11.3175 

11.4127 

11.5082 

11.6038 

11.6996 

11.7956 

11.8917 

312 

26.5 

11.1973 

11.2927 

11.3883 

11.4841 

11.5801 

11.6763 

11.7727 

11.8692 

318 

27.0 

11.1738 

11.2696 

11.3656 

11.4618 

11.5581 

11.6547 

11.7514 

11.8483 

324 

27.5 

11.1518 

11.2480 

11.3444 

11.4409 

11.5376 

11.6345 

11.7316 

11.8288 

330 

28.0 

11.1313 

11.2279 

11.3246 

11.4214 

11.5185 

11.6157 

11.7131 

11.8107 

336 

28.5 

11.1122 

11.2091 

11.3061 

11.4033 

11.5007 

11.5982 

11.6959 

11.7938 

342 

29.0 

11.0943 

11.1915 

11.2889 

11.3864 

11.4841 

11.5819 

11.6799 

11.7781 

348 

29.5 

11.0776 

11.1751 

11.2728 

11.3706 

11.4686 

11.5667 

11.6650 

11.7635 

354 

29.8 

11.0671 

11.1648 

11.2626 

11.3606 

11.4588 

11.5572 

11.6556 

11.7543 

358 

30.0 

11.0620 

11.1598 

11.2577 

11.3559 

11.4541 

11.5525 

11.6511 

11.7499 

360 

35.0 

10.9519 

11.0521 

11.1524 

11.2529 

11.3534 

11.4541 

11.5549 

11.6557 

420 

40.0 

10.8951 

10.9969 

11.0987 

11.2006 

11.3026 

11.4047 

11.5069 

11.6091 

480 
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MONTHLY  PAYMENT  NECESSARY 
TO  AMORTIZE  A  $1,000  LOAN 


MTERESTl 

14% 

14%% 

14V4% 

14%% 

14%% 

14%% 

14%% 

14%% 

MOS 

YEARS 

.5 

173.5380 

173.5999 

173.6619 

173.7239 

173.7858 

173.8478 

173.9098 

173.9718 

6 

1.0 

89.7871 

89.8459 

89.9048 

89.9637 

90.0225 

90.0815 

90.1404 

90.1993 

12 

1.5 

61.9152 

61.9738 

62.0324 

62.0910 

62.1497 

62.2084 

62.2672 

62.3260 

18 

2.0 

48.0129 

48.0720 

48.1311 

48.1902 

48.2494 

48.3087 

48.3680 

48.4273 

24 

2.5 

39.6984 

39.7582 

39.8181 

39.8780 

39.9380 

39.9981 

40.0582 

40.1183 

30 

3.0 

34.1776 

34.2384 

34.2992 

34.3600 

34.4210 

34.4820 

34.5430 

34.6041 

36 

3.5 

30.2532 

30.3150 

30.3768 

30.4386 

30.5006 

30.5626 

30.6247 

30.6868 

42 

4.0 

27.3265 

27.3892 

27.4521 

27.5150 

27.5780 

27.6410 

27.7042 

27.7674 

48 

4.5 

25.0647 

25.1285 

25.1924 

25.2563 

25.3204 

25.3846 

25.4488 

25.5132 

54 

5.0 

23.2683 

23.3331 

23.3981 

23.4631 

23.5283 

23.5935 

23.6589 

23.7244 

60 

5.5 

21.8102 

21.8761 

21.9421 

22.0083 

22.0745 

22.1409 

22.2074 

22.2740 

66 

6.0 

20.6057 

20.6727 

20.7398 

20.8071 

20.8744 

20.9419 

21.0095 

21.0772 

72 

6.5 

19.5963 

19.6644 

19.7326 

19.8009 

19.8693 

19.9379 

20.0066 

20.0754 

78 

7.0 

18.7400 

18.8091 

18.8784 

18.9478 

19.0173 

19.0870 

19.1568 

19.2267 

84 

7.5 

18.0061 

18.0763 

18.1466 

18.2170 

18.2876 

18.3584 

18.4293 

18.5003 

90 

8.0 

17.3715 

17.4427 

17.5141 

17.5856 

17.6573 

17.7291 

17.8010 

17.8731 

96 

8.5 

16.8186 

16.8909 

16.9633 

17.0358 

17.1085 

17.1814 

17.2544 

17.3276 

102 

9.0 

16.3337 

16.4070 

16.4804 

16.5540 

16.6277 

16.7016 

16.7757 

16.8499 

108 

9.5 

15.9059 

15.9802 

16.0546 

16.1292 

16.2040 

16.2789 

16.3540 

16.4293 

114 

10.0 

15.5266 

15.6019 

15.6773 

15.7529 

15.8287 

15.9046 

15.9807 

16.0570 

120 

10.5 

15.1888 

15.2650 

15.3414 

15.4180 

15.4947 

15.5717 

15.6488 

15.7261 

126 

11.0 

14.8867 

14.9638 

15.0412 

15.1187 

15.1964 

15.2743 

15.3524 

15.4307 

132 

11.5 

14.6155 

14.6936 

14.7719 

14.8503 

14.9290 

15.0079 

15.0869 

15.1661 

138 

12.0 

14.3713 

14.4503 

14.5295 

14.6089 

14.6885 

14.7683 

14.8483 

14.9284 

144 

12.5 

14.1507 

14.2306 

14.3107 

14.3911 

14.4716 

14.5522 

14.6331 

14.7142 

150 

13.0 

13.9510 

14.0318 

14.1128 

14.1940 

14.2754 

14.3570 

14.4387 

14.5207 

156 

13.5 

13.7698 

13.8514 

13.9333 

14.0153 

14.0976 

14.1800 

14.2627 

14.3455 

162 

14.0 

13.6049 

13.6874 

13.7701 

13.8529 

13.9360 

14.0193 

14.1028 

14.1865 

168 

14.5 

13.4546 

13.5379 

13.6214 

13.7051 

13.7890 

13.8731 

13.9575 

14.0420 

174 

15.0 

13.3174 

13.4015 

13.4858 

13.5703 

13.6550 

13.7399 

13.8250 

13.9104 

180 

15.5 

13.1919 

13.2768 

13.3619 

13.4471 

13.5326 

13.6183 

13.7042 

13.7903 

186 

16.0 

13.0770 

13.1626 

13.2484 

13.3345 

13.4207 

13.5071 

13.5938 

13.6806 

192 

16.5 

12.9716 

13.0579 

13.1445 

13.2312 

13.3182 

13.4054 

13.4928 

13.5804 

198 

17.0 

12.8748 

12.9618 

13.0491 

13.1366 

13.2242 

13.3121 

13.4002 

13.4885 

204 

17.5 

12.7858 

12.8735 

12.9615 

13.0496 

13.1380 

13.2266 

13.3153 

13.4043 

210 

18.0 

12.7038 

12.7922 

12.8809 

12.9697 

13.0587 

13.1480 

13.2374 

13.3271 

216 

18.5 

12.6284 

12.7174 

12.8067 

12.8962 

12.9859 

13.0757 

13.1658 

13.2561 

222 

19.0 

12.5588 

12.6485 

12.7384 

12.8285 

12.9188 

13.0093 

13.1000 

13.1909 

228 

19.5 

12.4945 

12.5848 

12.6753 

12.7660 

12.8570 

12.9481 

13.0394 

13.1309 

234 

20.0 

12.4352 

12.5261 

12.6172 

12.7085 

12.8000 

12.8917 

12.9836 

13.0756 

240 

20.5 

12.3804 

12.4718 

12.5635 

12.6554 

12.7474 

12.8397 

12.9321 

13.0247 

246 

21.0 

12.3297 

12.4217 

12.5139 

12.6063 

12.6989 

12.7917 

12.8847 

12.9778 

252 

21.5 

12.2827 

12.3753 

12.4680 

12.5609 

12.6541 

12.7474 

12.8409 

12.9346 

258 

22.0 

12.2393 

12.3323 

12.4256 

12.5190 

12.6126 

12.7065 

12.8004 

12.8946 

264 

22.5 

12.1990 

12.2926 

12.3863 

12.4802 

12.5743 

12.6686 

12.7631 

12.8578 

270 

23.0 

12.1617 

12.2557 

12.3500 

12.4443 

12.5389 

12.6337 

12.7286 

12.8237 

276 

23.5 

12.1271 

12.2216 

12.3163 

12.4111 

12.5061 

12.6013 

12.6967 

12.7922 

282 

24.0 

12.0950 

12.1900 

12.2851 

12.3803 

12.4758 

12.5714 

12.6672 

12.7632 

288 

24.5 

12.0653 

12.1606 

12.2561 

12.3518 

12.4477 

12.5437 

12.6399 

12.7363 

294 

25.0 

12.0376 

12.1334 

12.2293 

12.3254 

12.4216 

12.5181 

12.6146 

12.7114 

300 

25.5 

12.0119 

12.1081 

12.2044 

12.3009 

12.3975 

12.4943 

12.5913 

12.6884 

306 

26.0 

11.9881 

12.0846 

12.1813 

12.2781 

12.3751 

12.4723 

12.5696 

12.6671 

312 

26.5 

11.9659 

12.0628 

12.1598 

12.2570 

12.3544 

12.4519 

12.5496 

12.6474 

318 

27.0 

11.9453 

12.0425 

12.1399 

12.2375 

12.3351 

12.4330 

12.5310 

12.6291 

324 

27.5 

11.9262 

12.0237 

12.1214 

12.2193 

12.3173 

12.4155 

12.5138 

12.6122 

330 

28.0 

11.9084 

12.0062 

12.1043 

12.2024 

12.3007 

12.3992 

12.4978 

12.5965 

336 

28.5 

11.8918 

11.9900 

12.0883 

12.1868 

12.2854 

12.3841 

12.4830 

12.5820 

342 

29.0 

11.8764 

11.9749 

12.0735 

12.1722 

12.2711 

12.3701 

12.4693 

12.5686 

348 

29.5 

11.8621 

11.9608 

12.0597 

12.1587 

12.2579 

12.3571 

12.4566 

12.5561 

354 

29.8 

11.8531 

11.9520 

12.0510 

12.1502 

12.2496 

12.3490 

12.4486 

12.5483 

358 

30.0 

11.8487 

11.9477 

12.0469 

12.1462 

12.2456 

12.3451 

12.4448 

12.5445 

360 

35.0 

11.7567 

11.8578 

11.9590 

12.0603 

12.1617 

12.2632 

12.3647 

12.4664 

420 

40.0 

11.7114 

11.8138 

11.9162 

12.0187 

12.1213 

12.2240 

12.3267 

12.4294 

480 
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APR  TABLE 
(Effective  Interest  Rate  including  Discount 
Points) 

The  table  shows  the  effective  interest  rate  of  a 
mortgage  loan  taking  into  account  the  actual 
interest  rate  and  the  points  (loan  fee)  required  to 
obtain  the  loan.  It  is  useful  for  comparing  the 
actual  cost  of  several  mortgages  over  a  given 
number  of  years,  expressed  as  an  Annual  Percen- 
tage Rate. 

PROBLEM: 

Mr.  and  Mrs.  Buyer  are  faced  with  a  choice 
between  two  mortgage  loans  offered  by  different 
lenders.  Both  loans  are  for  $150,000,  to  be  amor- 
tized over  a  10  year  period. 

Mortgage  "A":  1 1%%  Interest,  with  a  loan  fee 

of  3  points. 
Mortgage  "B":  12V2%  Interest,  with  a  loan  fee 
of  1  point. 

QUESTION: 

If  the  Buyers  expect  to  keep  the  property  for  10 
years,  which  loan  offers  the  lower  APR? 

ANSWER: 

MORTGAGE  "A"  -  Find  the  block  of  1 1%%  in 
the  INTEREST  RATE  column  at  the  far  left  of  the 
table.  In  the  DISCOUNT  POINTS  column  select 
the  line  of  3  Points.  At  the  intersection  of  that  line 
and  the  10- YEAR  column  you  find  the  APR  of 
12.51%. 

MORTGAGE  "B"  -  Find  the  block  of  12V2%  in 
the  INTEREST  RATE  column  at  the  far  left  of  the 
table.  In  the  DISCOUNT  POINTS  column  select 
the  line  of  1  Point.  At  the  intersection  of  that  line 
and  the  10-YEAR  column  you  find  the  APR  of 
12.75%. 

Mortgage  "A"  has  the  lower  APR. 
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ANNUAL  PERCENTAGE  RATES 


INTEREST 

DISCOUNT 

5 

10 

15 

20 

25 

30 

RATE 

POINTS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

6% 

1 

6.42 

6.22 

6.16 

6.13 

6.11 

6.09 

2 

6.84 

6.45 

6.32 

6.25 

6.21 

6.19 

3 

7.27 

6.68 

6.48 

6.38 

6.32 

6.29 

4 

7.71 

6.91 

6.64 

6.51 

6.44 

6.39 

5 

8.15 

7.15 

6.81 

6.65 

6.55 

6.49 

6V4% 

1 

6.67 

6.47 

6.41 

6.38 

6.36 

6.35 

2 

7.10 

6.70 

6.57 

6.50 

6.47 

6.44 

3 

7.53 

6.93 

6.73 

6.63 

6.58 

6.54 

4 

7.97 

7.16 

6.90 

6.77 

6.69 

6.64 

5 

8.41 

7.40 

7.07 

6.90 

6.81 

6.74 

6V*% 

1 

6.92 

6.72 

6.66 

6.63 

6.61 

6.60 

2 

7.35 

6.95 

6.82 

6.76 

6.72 

6.70 

3 

7.78 

7.18 

6.99 

6.89 

6.83 

6.80 

4 

8.22 

7.42 

7.15 

7.02 

6.95 

6.90 

5 

8.66 

7.66 

7.32 

7.16 

7.06 

7.00 

6%% 

1 

7.17 

6.98 

6.91 

6.88 

6.86 

6.85 

2 

7.60 

7.21 

7.07 

7.01 

6.97 

6.95 

3 

8.03 

7.44 

7.24 

7.14 

7.09 

7.05 

4 

8.47 

7.67 

7.41 

7.28 

7.20 

7.15 

5 

8.92 

7.91 

7.58 

7.41 

7.32 

7.26 

7% 

1 

7.42 

7.23 

7.16 

7.13 

7.11 

7.10 

2 

7.85 

7.46 

7.33 

7.26 

7.23 

7.20 

3 

8.29 

7.69 

7.49 

7.40 

7.34 

7.30 

4 

8.73 

7.93 

7.66 

7.53 

7.46 

7.41 

5 

9.17 

8.17 

.     7.83 

7.67 

7.58 

7.52 

7V4% 

1 

7.67 

7.48 

7.41 

7.38 

7.36 

7.35 

2 

8.10 

7.71 

7.58 

7.51 

7.48 

7.45 

3 

8.54 

7.94 

7.75 

7.65 

7.59 

7.56 

4 

8.98 

8.18 

7.92 

7.79 

7.71 

7.67 

5 

9.43 

8.42 

8.09 

7.93 

7.83 

7.77 

V/2% 

1 

7.92 

7.73 

7.66 

7.63 

7.61 

7.60 

2 

8.36 

7.96 

7.83 

7.77 

7.73 

7.71 

3 

8.79 

8.20 

8.00 

7.90 

7.85 

7.81 

4 

9.24 

8.44 

8.17 

8.04 

7.97 

7.92 

5 

9.69 

8.68 

8.35 

8.19 

8.09 

8.03 

7%% 

1 

8.18 

7.98 

7.92 

7.88 

7.87 

7.85 

2 

8.61 

8.21 

8.08 

8.02 

7.98 

7.96 

3 

9.05 

8.45 

8.25 

8.16 

8.10 

8.07 

4 

9.49 

8.69 

8.43 

8.30 

8.23 

8.18 

5 

9.94 

8.94 

8.60 

8.44 

8.35 

8.29 

8% 

1 

8.43 

8.23 

8.17 

8.14 

8.12 

8.11 

2 

8.86 

8.47 

8.34 

8.27 

8.24 

8.21 

3 

9.30 

8.70 

8.51 

8.41 

8.36 

8.32 

4 

9.74 

8.95 

8.68 

8.55 

8.48 

8.44 

5 

10.20 

9.19 

8.86 

8.70 

8.61 

8.55 

8V4% 

1 

8.68 

8.48 

8.42 

8.39 

8.37 

8.36 

2 

9.11 

8.72 

8.59 

8.53 

8.49 

8.47 

3 

9.55 

8.96 

8.76 

8.67 

8.61 

8.58 

4 

10.00 

9.20 

8.94 

8.81 

8.74 

8.69 

5 

10.45 

9.45 

9.12 

8.96 

8.86 

8.81 
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ANNUAL  PERCENTAGE  RATES 


■ 


INTEREST 

DISCOUNT 

5 

10 

15 

20 

25 

30 

RATE 

POINTS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

8Vi% 

1 

8.93 

8.73 

8.67 

8.64 

8.62 

8.61 

2 

9.36 

8.97 

8.84 

8.78 

8.74 

8.72 

3 

9.80 

9.21 

9.02 

8.92 

8.87 

8.83 

4 

10.25 

9.46 

9.19 

9.07 

8.99 

8.95 

5 

10.71 

9.70 

9.37 

9.21 

9.12 

9.07 

8*.% 

1 

9.18 

8.98 

8.92 

8.89 

8.87 

8.86 

2 

9.62 

9.22 

9.09 

9.03 

9.00 

8.97 

3 

10.06 

9.46 

9.27 

9.18 

9.12 

9.09 

4 

10.51 

9.71 

9.45 

9.32 

9.25 

9.21 

5 

10.96 

9.96 

9.63 

9.47 

9.38 

9.32 

9% 

1 

9.43 

9.24 

9.17 

9.14 

9.12 

9.11 

2 

9.87 

9.48 

9.35 

9.28 

9.25 

9.23 

3 

10.31 

9.72 

9.52 

9.43 

9.38 

9.34 

4 

10.76 

9.96 

9.70 

9.58 

9.51 

9.46 

5 

11.22 

10.21 

9.89 

9.73 

9.64 

9.58 

9V4% 

1 

9.68 

9.49 

9.42 

9.39 

9.38 

9.36 

2 

10.12 

9.73 

9.60 

9.54 

9.50 

9.48 

3 

10.56 

9.97 

9.78 

9.68 

9.63 

9.60 

4 

11.01 

10.22 

9.96 

9.83 

9.76 

9.72 

5 

11.47 

10.47 

10.14 

9.99 

9.90 

9.84 

9Vfe% 

1 

2 

9.93 

9.74 

9.67 

9.64 

9.63 

9.62 

10.37 

9.98 

9.85 

9.79 

9.76 

9.73 

3 

10.82 

10.23 

10.03 

9.94 

9.89 

9.85 

4 

11.27 

10.47 

10.21 

10.09 

10.02 

9.98 

5 

11.73 

10.73 

10.40 

10.24 

10.16 

10.10 

9%% 

1 

10.18 

9.99 

9.93 

9.90 

9.88 

9.87 

2 

10.62 

10.23 

10.10 

10.04 

10.01 

9.99 

3 

11.07 

10.48 

10.29 

10.19 

10.14 

10.11 

4 

11.52 

10.73 

10.47 

10.35 

10.28 

10.23 

5 

11.98 

10.98 

10.66 

10.50 

10.41 

10.36 

10% 

1 

10.44 

10.24 

10.18 

10.15 

10.13 

10.12 

2 

10.88 

10.48 

10.36 

10.30 

10.26 

10.24 

3 

11.32 

10.73 

10.54 

10.45 

10.40 

10.37 

4 

11.78 

10.98 

10.72 

10.60 

10.53 

10.49 

5 

12.24 

11.24 

10.91 

10.76 

10.67 

10.62 

10V4% 

1 

10.69 

10.49 

10.43 

10.40 

10.38 

10.37 

2 

11.13 

10.74 

10.61 

10.55 

10.52 

10.50 

3 

11.58 

10.99 

10.79 

10.70 

10.65 

10.62 

4 

12.03 

11.24 

10.98 

10.86 

10.79 

10.75 

5 

12.49 

11.50 

11.17 

11.02 

10.93 

10.88 

10tt% 

1 

10.94 

10.74 

10.68 

10.65 

10.63 

10.62 

2 

11.38 

10.99 

10.86 

10.80 

10.77 

10.75 

3 

11.83 

11.24 

11.05 

10.96 

10.91 

10.88 

4 

12.29 

11.49 

11.24 

11.11 

11.05 

11.01 

5 

12.75 

11.75 

11.43 

11.27 

11.19 

11.14 

10%% 

1 

11.19 

10.99 

10.93 

10.90 

10.89 

10.88 

2 

11.63 

11.24 

ll.ll 

11.06 

11.02 

11.00 

3 

12.08 

11.49 

11.30 

11.21 

11.16 

11.13 

4 

12.54 

11.75 

11.49 

11.37 

11.30 

11.26 

5 

13.01 

12,01 

11.68 

11.53 

11.45 

11.40 
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ANNUAL  PERCENTAGE  RATES 


INTEREST 

DISCOUNT 

5 

10 

15 

20 

25 

30 

RATE 

POINTS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

11% 

1 

11.44 

11.25 

11.18 

11.15 

11.14 

11.13 

2 

11.88 

11.49 

11.37 

11.31 

11.28 

11.26 

3 

12.34 

11.75 

11.56 

11.47 

11.42 

11.39 

4 

12.80 

12.00 

11.75 

11.63 

11.56 

11.52 

5 

13.26 

12.26 

11.94 

11.79 

11.71 

11.66 

11V4% 

1 

11.69 

11.50 

11.43 

11.40 

11.39 

11.38 

2 

12.14 

11.75 

11.62 

11.56 

11.53 

11.51 

3 

12.59 

12.00 

11.81 

11.72 

11.67 

11.64 

4 

13.05 

12.26 

12.00 

11.88 

11.82 

11.78 

5 

13.52 

12.52 

12.20 

12.05 

11.97 

11.92 

111/4% 

1 

11.94 

11.75 

11.69 

11.66 

11.64 

11.63 

2 

12.39 

12.00 

11.87 

11.81 

11.78 

11.76 

3 

12.84 

12.25 

12.06 

11.98 

11.93 

11.90 

4 

13.30 

12.51 

12.26 

12.14 

12.08 

12.04 

5 

13.77 

12.78 

12.46 

12.31 

12.23 

12.18 

11%% 

1 

12.19 

12.00 

11.94 

11.91 

11.89 

11.88 

2 

12.64 

12.25 

12.13 

12.07 

12.04 

12.02 

3 

13.10 

12.51 

12.32 

12.23 

12.18 

12.16 

4 

13.56 

12.77 

12.51 

12.40 

12.33 

12.30 

5 

14.03 

13.03 

12.71 

12.57 

12.49 

12.44 

12% 

1 

12.44 

12.25 

12.19 

12.16 

12.14 

12.13 

2 

12.89 

12.50 

12.38 

12.32 

12.29 

12.27 

3 

13.35 

12.76 

12.57 

12.49 

12.44 

12.41 

4 

13.81 

13.02 

12.77 

12.65 

12.59 

12.55 

5 

14.28 

13.29 

12.97 

12.82 

12.74 

12.70 

12V4% 

1 

12.69 

12.50 

12.44 

12.41 

12.40 

12.39 

2 

13.15 

12.76 

12.63 

12.57 

12.54 

12.53 

3 

13.60 

13.02 

12.83 

12.74 

12.69 

12.67 

4 

14.07 

13.28 

13.03 

12.91 

12.85 

12.81 

5 

14.54 

13.55 

13.23 

13.08 

13.XD0 

12.96 

12^% 

1 

12.95 

12.75 

12.69 

12.66 

12.65 

12.64 

2 

13.40 

13.01 

12.88 

12.83 

12.80 

12.78 

3 

13.86 

13.27 

13.08 

13.00 

12.95 

12.92 

4 

14.32 

13.53 

13.28 

13.17 

13.11 

13.07 

5 

14.79 

13.80 

13.49 

13.34 

13.26 

13.22 

12*4% 

1 

13.20 

13.00 

12.94 

12.91 

12.90 

12.89 

2 

13.65 

13.26 

13.14 

13.08 

13.05 

13.03 

3 

14.11 

13.52 

13.34 

13.25 

13.21 

13.18 

4 

14.58 

13.79 

13.54 

13.42 

13.36 

13.33 

5 

15.05 

14.06 

13.74 

13.60 

13.52 

13.48 

13% 

1 

13.45 

13.26 

13.19 

13.17 

13.15 

13.14 

2 

13.90 

13.51 

13.39 

13.33 

13.30 

13.29 

3 

14.36 

13.78 

13.59 

13.51 

13.46 

13.44 

4 

14.83 

14.04 

13.79 

13.68 

13.62 

13.59 

5 

15.31 

14.32 

14.00 

13.86 

13.78 

13.74 

13V4% 

1 

13.70 

13.51 

13.45 

13.42 

13.40 

13.39 

2 

14.15 

13.77 

13.64 

13.59 

13.56 

13.54 

3 

14.62 

14.03 

13.85 

13.76 

13.72 

13.69 

4 

15.09 

14.30 

14.05 

13.94 

13.88 

13.85 

5 

15.56 

14.57 

14.26 

14.12 

14.04 

14.00 
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ANNUAL  PERCENTAGE  RATES 


B 


INTEREST 

DISCOUNT 

5 

10 

15 

20 

26 

30 

RATE 

POINTS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

13%% 

1 
2 

13.95 

13.76 

13.70 

13.67 

13.65 

13.65 

14.41 

14.02 

13.90 

13.84 

13.81 

13.80 

3 

14.87 

14.28 

14.10 

14.02 

13.97 

13.95 

4 

15.34 

14.55 

14.31 

14.19 

14.14 

14.10 

5 

15.82 

14.83 

14.52 

14.38 

14.30 

14.26 

13%% 

1 

14.20 

14.01 

13.95 

13.92 

13.91 

13.90 

2 

14.66 

14.27 

14.15 

14.09 

14.07 

14.05 

3 

15.12 

14.54 

14.35 

14.27 

14.23 

14.21 

4 

15.59 

14.81 

14.56 

14.45 

14.39 

14.36 

5 

16.07 

15.09 

14.77 

14.64 

14.56 

14.52 

14% 

1 

14.45 

14.26 

14.20 

14.17 

14.16 

14.15 

2 

14.91 

14.52 

14.40 

14.35 

14.32 

14.31 

3 

15.38 

14.79 

14.61 

14.53 

14.48 

14.46 

4 

15.85 

15.07 

14.82 

14.71 

14.65 

14.62 

5 

16.33 

15.34 

15.03 

14.89 

14.82 

14.78 

14V4% 

1 

14.70 

14.51 

14.45 

14.42 

14.41 

14.40 

2 

15.16 

14.78 

14.66 

14.60 

14.57 

14.56 

3 

15.63 

15.05 

14.86 

14.78 

14.74 

14.72 

4 

16.10 

15.32 

15.08 

14.97 

14.91 

14.88 

5 

16.58 

15.60 

15.29 

15.15 

15.08 

15.05 

14%% 

1 

14.95 

14.76 

14.70 

14.68 

14.66 

14.66 

2 

15.42 

15.03 

14.91 

14.86 

14.83 

14.81 

3 

15.88 

15.30 

15.12 

15.04 

15.00 

14.97 

4 

16.36 

15.58 

15.33 

15.22 

15.17 

15.14 

5 

16.84 

15.86 

15.55 

15.41 

15.34 

15.31 

14%% 

1 

15.21 

15.01 

14.95 

14.93 

14.91 

14.91 

2 

15.67 

15.28 

15.16 

15.11 

15.08 

15.07 

3 

16.14 

15.56 

15.37 

15.29 

15.25 

15.23 

4 

16.61 

15.83 

15.59 

15.48 

15.43 

15.40 

5 

17.10 

16.11 

15.81 

15.67 

15.60 

15.57 

15% 

1 

15.46 

15.27 

15.21 

15.18 

15.17 

15.16 

2 

15.92 

15.54 

15.42 

15.36 

15.34 

15.32 

3 

16.39 

15.81 

15.63 

15.55 

15.51 

15.49 

4 

16.87 

16.09 

15.84 

15.74 

15.69 

15.66 

5 

17.35 

16.37 

16.07 

15.93 

15.86 

15.83 

15V4% 

1 

15.71 

15.52 

15.46 

15.43 

15.42 

15.41 

2 

16.17 

15.79 

15.67 

15.62 

15.59 

15.58 

3 

16.64 

16.06 

15.88 

15.80 

15.77 

15.74 

4 

17.12 

16.34 

16.10 

16.00 

15.94 

15.92 

5 

17.61 

16.63 

16.32 

16.19 

16.12 

16.09 

15%% 

1 

15.96 

15.77 

15.71 

15.68 

15.67 

15.66 

2 

16.42 

16.04 

15.92 

15.87 

15.84 

15.83 

3 

16.90 

16.32 

16.14 

16.06 

16.02 

16.00 

4 

17.38 

16.60 

16.36 

16.25 

16.20 

16.17 

5 

17.86 

16.88 

16.58 

16.45 

16.39 

16.35 

15*4% 

1 

16.21 

16.02 

15.96 

15.94 

15.92 

15.92 

2 

16.68 

16.29 

16.18 

16.12 

16.10 

16.09 

3 

17.15 

16.57 

16.39 

16.32 

16.28 

16.26 

4 

17.63 

16.85 

16.61 

16.51 

16.46 

16.43 

5 

18.12 

17.14 

16.84 

16.71 

16.65 

16.61 
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ANNUAL  PERCENTAGE  RATES 


INTEREST 

DISCOUNT 

5 

10 

15 

20 

25 

30 

RATE 

POINTS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

16% 

1 

16.46 

16.27 

16.21 

16.19 

16.17 

16.17 

2 

16.93 

16.55 

16.43 

16.38 

16.35 

16.34 

3 

17.40 

16.83 

16.65 

16.57 

16.53 

16.51 

4 

17.89 

17.11 

16.87 

16.77 

16.72 

16.69 

5 

18.38 

17.40 

17.10 

16.97 

16.91 

16.88 

161/4% 

1 

16.71 

16.52 

16.46 

16.44 

16.43 

16.42 

2 

17.18 

16.80 

16.68 

16.63 

16.61 

16.59 

3 

17.66 

17.08 

16.90 

16.83 

16.79 

16.77 

4 

18.14 

17.37 

17.13 

17.03 

16.98 

16.95 

5 

18.63 

17.66 

17.36 

17.23 

17.17 

17.14 

161A% 

1 

16.96 

16.77 

16.72 

16.69 

16.68 

16.67 

2 

17.43 

17.05 

16.93 

16.89 

16.86 

16.85 

3 

17.91 

17.33 

17.16 

17.08 

17.05 

17.03 

4 

18.40 

17.62 

17.38 

17.28 

17.24 

17.21 

5 

18.89 

17.91 

17.62 

17.49 

17.43 

17.40 

16%% 

1 

17.21 

17.03 

16.97 

16.94 

16.93 

16.93 

2 

17.69 

17.30 

17.19 

17.14 

17.12 

17.10 

3 

18.16 

17.59 

17.41 

17.34 

17.30 

17.29 

4 

18.65 

17.88 

17.64 

17.54 

17.49 

17.47 

5 

19.14 

18.17 

17.87 

17.75 

17.69 

17.66 

17% 

1 

17.47 

17.28 

17.22 

17.19 

17.18 

17.18 

2 

17.94 

17.56 

17.44 

17.39 

17.37 

17.36 

3 

18.42 

17.84 

17.67 

17.59 

17.56 

17.54 

4 

18.90 

18.13 

17.90 

17.80 

17.75 

17.73 

5 

19.40 

18.43 

18.13 

18.01 

17.95 

17.92 

171/4% 

1 

17.72 

17.53 

17.47 

17.45 

17.44 

17.43 

2 

18.19 

17.81 

17.70 

17.65 

17.62 

17.61 

3 

18.67 

18.10 

17.92 

17.85 

17.82 

17.80 

4 

19.16 

18.39 

18.16 

18.06 

18.01 

17.99 

5 

19.66 

18.68 

18.39 

18.27 

18.21 

18.18 

\Tti% 

1 

17.97 

17.78 

17.72 

17.70 

17.69 

17.68 

2 

18.44 

18.06 

17.95 

17.90 

17.88 

17.87 

3 

18.92 

18.35 

18.18 

18.11 

18.07 

18.06 

4 

19.41 

18.64 

18.41 

18.32 

18.27 

18.25 

5 

19.91 

18.94 

18.65 

18.53 

18.47 

18.45 

17%% 

1 

18.22 

18.03 

17.97 

17.95 

17.94 

17.93 

2 

18.70 

18.32 

18.20 

18.15 

18.13 

18.12 

3 

19.18 

18.61 

18.43 

18.36 

18.33 

18.31 

4 

19.67 

18.90 

18.67 

18.57 

18.53 

18.51 

5 

20.17 

19.20 

18.91 

18.79 

18.73 

18.71 

18% 

1 

18.47 

18.28 

18.23 

18.20 

18.19 

18.19 

2 

18.95 

18.57 

18.46 

18.41 

18.39 

18.38 

3 

19.43 

18.86 

18.69 

18.62 

18.59 

18.57 

4 

19.92 

19.16 

18.93 

18.83 

18.79 

18.77 

5 

20.42 

19.46 

19.17 

19.05 

19.00 

18.97 

18V4% 

1 

18.72 

18.53 

18.48 

18.45 

18.44 

18.44 

2 

19.20 

18.82 

18.71 

18.66 

18.64 

18.63 

3 

19.69 

19.11 

18.94 

18.87 

18.84 

18.83 

4 

20.18 

19.41 

19.18 

19.09 

19.05 

19.03 

5 

20.68 

19.71 

19.43 

19.31 

19.26 

19.23 

Selected  Financial  Tables    A- 169 


ANNUAL  PERCENTAGE  RATES 


B 


INTEREST 

DISCOUNT 

5 

10 

15 

20 

25 

30 

RATE 

POINTS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

YEARS 

18Vi% 

1 

18.97 

18.79 

18.73 

18.71 

18.70 

18.69 

2 

19.45 

19.07 

18.96 

18.92 

18.90 

18.89 

3 

19.94 

19.37 

19.20 

19.13 

19.10 

19.08 

4 

20.43 

19.67 

19.44 

19.35 

19.31 

19.29 

5 

20.94 

19.97 

19.69 

19.57 

19.52 

19.49 

18%% 

1 

19.22 

19.04 

18.98 

18.96 

18.95 

18.94 

2 

19.70 

19.33 

19.22 

19.17 

19.15 

19.14 

3 

20.19 

19.62 

19.45 

19.39 

19.36 

19.34 

4 

20.69 

19.92 

19.70 

19.61 

19.57 

19.55 

5 

21.19 

20.23 

19.95 

19.83 

19.78 

19.76 

19% 

1 

19.48 

19.29 

19.23 

19.21 

19.20 

19.20 

2 

19.96 

19.58 

19.47 

19.42 

19.40 

19.40 

3 

20.45 

19.88 

19.71 

19.64 

19.61 

19.60 

4 

20.94 

20.18 

19.96 

19.86 

19.82 

19.81 

5 

21.45 

20.49 

20.20 

20.09 

20.04 

20.02 

19V4% 

1 

19.73 

19.54 

19.48 

19.46 

19.45 

19.45 

2 

20.21 

19.83 

19.72 

19.68 

19.66 

19.65 

3 

20.70 

20.13 

19.97 

19.90 

19.87 

19.86 

4 

21.20 

20.44 

20.21 

20.12 

20.08 

20.07 

5 

21.70 

20.75 

20.46 

20.35 

20.30 

20.28 

19V*% 

1 

19.98 

19.79 

19.74 

19.71 

19.70 

19.70 

2 

20.46 

20.09 

19.98 

19.93 

19.91 

19.90 

3 

20.95 

20.39 

20.22 

20.16 

20.13 

20.11 

4 

21.45 

20.69 

20.47 

20.38 

20.34 

20.33 

5 

21.96 

21.00 

20.72 

20.61 

20.56 

20.54 

19%% 

1 

20.23 

20.04 

19.99 

19.97 

19.96 

19.95 

2 

20.71 

20.34 

20.23 

20.19 

20.17 

20.16 

3 

21.21 

20.64 

20.48 

20.41 

20.38 

20.37 

4 

21.71 

20.95 

20.73 

20.64 

20.60 

20.59 

5 

22.22 

21.26 

20.98 

20.87 

20.83 

20.81 

20% 

1 

20.48 

20.29 

20.24 

20.22 

20.21 

20.21 

2 

20.97 

20.59 

20.48 

20.44 

20.42 

20.41 

3 

21.46 

20.90 

20.73 

20.67 

20.64 

20.63 

4 

21.96 

21.20 

20.98 

20.90 

20.86 

20.85 

5 

22.47 

21.52 

21.24 

21.13 

21.09 

21.07 

20V4% 

1 

20.73 

20.55 

20.49 

20.47 

20.46 

20.46 

2 

21.22 

20.85 

20.74 

20.70 

20.68 

20.67 

3 

21.71 

21.15 

20.99 

20.92 

20.90 

20.89 

4 

22.22 

21.46 

21.24 

21.16 

21.12 

21.11 

5 

22.73 

21.78 

21.50 

21.39 

21.35 

21.33 

20V*% 

1 

20.98 

20.80 

20.74 

20.72 

20.71 

20.71 

2 

21.47 

21.10 

20.99 

20.95 

20.93 

20.92 

3 

21.97 

21.41 

21.24 

21.18 

21.15 

21.14 

4 

22.47 

21.72 

21.50 

21.42 

21.38 

21.37 

5 

22.99 

22.03 

21.76 

21.66 

21.61 

21.59 

20%% 

1 

21.23 

21.05 

21.00 

20.97 

20.97 

20.96 

2 

21.72 

21.35 

21.24 

21.20 

21.19 

21.18 

3 

22.22 

21.66 

21.50 

21.44 

21.41 

21.40 

4 

22.73 

21.97 

21.76 

21.67 

21.64 

21.62 

5 

23.24 

22.29 

22.02 

21.92 

21.87 

21.85 
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BI-WEEKLY,  WEEKLY  &  MONTHLY 
PAYMENT  SCHEDULES 


mm 

WEEKLY 

BIWEEKLY 

MONTHLY 

RATE 

PAYMENT           TERMINYRS 

PAYMENT          TERMINYRS 

PAYMENT     TERM  IN  YRS 

6.00% 

1.498877 

24 

50 

2.997753 

24 

54 

5.995506 

30 

6.25% 

1.539293 

24 

31 

3.078587 

24 

35 

6.157173 

30 

6.50% 

1.580170 

24 

12 

3.160341 

24 

15 

6.320681 

30 

6.75% 

1.621495 

23 

90 

3.242991 

23 

92 

6.485981 

30 

7.00% 

1.663256 

23 

69 

3.326513 

23 

73 

6.653025 

30 

7.25% 

1.705441 

23 

48 

3.410882 

23 

50 

6.821763 

30 

7.50% 

1.748037 

23 

27 

3.496073 

23 

31 

6.992146 

30 

7.75% 

1.791031 

23 

06 

3.582062 

23 

08 

7.164123 

30 

8.00% 

1.834412 

22 

83 

3.668823 

22 

85 

7.337646 

30 

8.25% 

1.878167 

22 

60 

3.756334 

22 

62 

7.512667 

30 

8.50% 

1.922284 

22 

37 

3.844568 

22 

38 

7.689135 

30 

8.75% 

1.966751 

22 

13 

3.933503 

22 

15 

7.867005 

30 

9.00% 

2.011557 

21 

90 

4.023114 

21 

92 

8.046227 

30 

9.25% 

2.056689 

21 

67 

4.113378 

21 

69 

8.226755 

30 

9.50% 

2.102136 

21 

42 

4.204272 

21 

46 

8.408543 

30 

9.75% 

2.147886 

21 

19 

4.295773 

21 

23 

8.591545 

30 

2.193929  20.94 

2.240253  20.71 

2.286848  20.46 

2.333704  20.21 


4.387858  20.96 

4.480507  20.73 

4.573697  20.50 

4.667407  20.23 


8.775716  30 

8.961013  30 

9.147393  30 

9.334814  30 


2.380809  19.98 

2.428154  19.73 

2.475729  19.48 

2.523525  19.25 


4.761617  20.00 

4.856307  19.77 

4.951458  19.54 

5.047049  19.27 


9.523234  30 

9.712614  30 

9.902915  30 

10.094098  30 


2 

571532 

19 

00 

5 

143063 

19 

04 

10 

286126 

30 

2 

619741 

18 

77 

5 

239483 

18 

81 

10 

478965 

30 

2 

668145 

18 

52 

5 

336289 

18 

58 

10 

672578 

30 

2 

716733 

18 

29 

5 

433467 

18 

31 

10 

866933 

30 

2 

765499 

18 

06 

5 

530998 

18 

08 

11 

061996 

30 

2 

814434 

17 

83 

5 

628868 

17 

85 

11 

257736 

30 

2 

863531 

17 

60 

5 

727061 

17 

62 

11 

454122 

30 

2 

912782 

17 

3-/ 

5 

825563 

17 

38 

11 

651126 

30 

2 

962180 

17 

15 

5 

924359 

17 

19 

11 

848718 

30 

3 

011718 

16 

92 

6 

023436 

16 

96 

12 

046871 

30 

3 

061390 

16 

71 

6 

122780 

16 

73 

12 

245560 

30 

3 

111190 

16 

48 

6 

222379 

16 

54 

12 

444758 

30 

3 

161110 

16 

27 

6 

322221 

16 

31 

12 

644441 

30 

3 

.211147 

16 

06 

6 

422293 

16 

12 

12 

844586 

30 

3 

261293 

15 

87 

6 

522585 

15 

88 

13 

045170 

30 

3 

.311543 

15 

65 

6 

623086 

15 

69 

13 

246172 

30 

3 

.361893 

15 

46 

6 

723785 

15 

50 

13 

447570 

30 

3 

.412337 

15 

27 

6 

824674 

15 

31 

13 

649347 

30 

3 

.462870 

15 

08 

6 

925741 

15 

12 

13 

851481 

30 

3 

.513489 

14 

88 

7 

026978 

14 

92 

14 

053956 

30 
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NET  AND  GROSS  SELLING  PRICE 


Grou 

Grow 

Gross 

Grow 

Grou 

Grots 

Gross 

Gross 

«*3% 

of  3'/,% 

«**7. 

o»4%% 

o+5% 

°*  5'/,% 

Or  67. 

ot6'/27. 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

No* 

mission 

mission 

mission 

mission 

mission 

mission 

mission 

mission 

25000 

25773 

2  5907 

26C42 

26176 

26316 

26455 

26596 

26738 

26000 

26804 

2694  3 

27063 

2722* 

27368 

27513 

2  7O60 

27807 

2700O 

27835 

2  7979 

28125 

28272 

28421 

28571 

28723 

26677 

28000 

28366 

29016 

29167 

2931S 

29474 

29630 

29787 

29947 

29000 

29897 

30052 

30208 

30366 

305  26 

3C688 

30851 

31016 

3C00O 

30928 

31088 

31250 

31414 

31579 

31746 

31915 

32086 

31000 

31959 

32124 

32292 

32461 

32632 

3  2804 

32979 

33155 

32000 

32990 

33161 

33333 

33506 

33664 

3  3862 

34043 

34225 

3  3000 

34o21 

34197 

34375 

34555 

34737 

34921 

35106 

35294 

34000 

35052 

35233 

35417 

3  5602 

35789 

35979 

36170 

36364 

3  5000 

36082 

36269 

36458 

366*9 

36842 

37037 

37234 

37433 

36000 

37113 

37306 

37500 

37696 

37895 

3809  5 

38298 

38503 

37000 

36144 

38342 

38542 

38743 

3  8947 

39i53 

39362 

39572 

38O0O 

39175 

39378 

39563 

39791 

40000 

40212 

40426 

4064  2 

39000 

40206 

40415 

40625 

40836 

*1053 

*1270 

*1*89 

*1711 

40000 

41237 

41451 

41667 

41885 

42105 

42328 

42553 

*278l 

41000 

42268 

42487 

42708 

42932 

43158 

43386 

43617 

4385C 

42000 

43299 

43523 

43750 

43979 

44211 

44444 

44681 

4*920 

4  3000 

44330 

44560 

44792 

4502  6 

4  5263 

45503 

45745 

*5989 

44000 

45361 

45596 

45833 

4607  3 

46316 

46561 

46809 

*7059 

45000 

46392 

4  6632 

4(875 

47120 

47368 

47619 

47872 

48128 

46000 

4742  3 

47668 

47917 

48166 

48421 

48677 

48936 

49198 

4  7000 

48454 

48705 

48958 

49215 

49474 

49735 

50000 

50267 

4  8000 

49485 

497*1 

5C0O0 

50262 

50526 

50794 

5106  4 

51337 

490  00 

50515 

50777 

51042 

51309 

51579 

51852 

52128 

52406 

50000 

51546 

51813 

52083 

52356 

52632 

52910 

53191 

53476 

51000 

52577 

52850 

53125 

53403 

53684 

5  3968 

54255 

54545 

52000 

53608 

53886 

54167 

54450 

54737 

55026 

55319 

55615 

53000 

54639 

54922 

55208 

55497 

55789 

56085 

56383 

56684 

54000 

55670 

55959 

56250 

56545 

56842 

57143 

57447 

57754 

55000 

56701 

56995 

57292 

57592 

57895 

56201 

56511 

58824 

56000 

57732 

58031 

58333 

586  39 

5894  7 

59259 

5957* 

59893 

57000 

58763 

59067 

59375 

59686 

60000 

60317 

60638 

6  096  3 

58000 

59794 

60104 

60417 

607  3  3 

61053 

61376 

61702 

62032 

59000 

6C825 

61140 

61*58 

6178C 

62105 

62434 

62766 

63102 

60000 

61856 

62176 

62500 

62827 

63158 

63492 

63830 

64171 

61000 

62887 

63212 

63542 

63874 

64211 

64550 

6*89* 

65241 

62000 

63918 

64249 

64583 

64921 

65263 

65608 

65957 

66310 

(300- 

64948 

65285 

65625 

65969 

66316 

66667 

67021 

67380 

64000 

65979 

66321 

66667 

67016 

67368 

67725 

66085 

66449 

6  5006 

67010 

67356 

67708 

68063 

68421 

66783 

691*9 

69519 

66000 

68041 

68394 

68750 

69UC 

69474 

69841 

70213 

70588 

67000 

69072 

69430 

69792 

70157 

70526 

70899 

71277 

71658 

68000 

7C103 

70466 

7C833 

7120* 

71579 

71958 

723*0 

72727 

69000 

71134 

71503 

71875 

72251 

72632 

73016 

7340* 

73797 

70000 

72165 

72539 

72917 

73298 

73684 

7  4074 

74468 

74866 

71000 

73196 

73575 

73958 

7434* 

74737 

75132 

7553* 

75936 

72000 

74227 

74611 

7  5000 

75393 

75789 

76190 

76596 

77005 

7  3000 

75258 

75648 

76042 

7644C 

76842 

77249 

77660 

78075 

74000 

76269 

7668* 

77083 

77487 

77895 

78307 

78723 

79144 

75000 

77320 

77720 

78125 

78534 

78947 

79365 

79787 

80214 

76000 

78351 

7  8756 

79167 

7958  1 

80000 

8C423 

60851 

81283 

77000 

79381 

79793 

80208 

8062  6 

81053 

61481 

81915 

82353 

78000 

eo*i2 

80629 

81250 

81675 

82105 

82  540 

82979 

83422 

79000 

81443 

81865 

82292 

82723 

83158 

83598 

34043 

84492 

8C000 

82474 

82902 

83333 

8377C 

84211 

84656 

85106 

85561 

810C0 

83505 

83938 

84375 

84817 

85263 

8571* 

86170 

86631 

82000 

8*536 

8497* 

85417 

8586* 

86316 

86772 

8723* 

87701 

83000 

85567 

86010 

86458 

86911 

87368 

87831 

88298 

88770 

84000 

86598 

87047 

87500 

879  5  8 

88421 

88889 

89362 

8964w 

8  5000 

87629 

8  808  3 

88542 

89005 

89474 

899*7 

90*26 

90909 

86000 

88660 

89119 

89583 

9005  2 

90526 

91005 

91*89 

91979 

87000 

89691 

90155 

9062  5 

91099 

91579 

92063 

92553 

93048 

8  8000 

90722 

91192 

91667 

92147 

92632 

93122 

93617 

94118 

e9000 

91753 

92228 

92708 

9319* 

93684 

9*180 

9*661 

95187 

90000 

92764 

93264 

93750 

94241 

94737 

95238 

957*5 

96257 

91000 

9381* 

94301 

9*792 

95288 

95789 

96296 

96  809 

97326 

92000 

94945 

95337 

95833 

96335 

96842 

9735* 

97872 

98396 

9  30  0C 

95876 

96373 

96875 

97382 

97895 

98*13 

98936 

99465 

94000 

96907 

97409 

97917 

98429 

98947 

99471 

10000C 

100535 

9  5000 

97938 

98446 

98958 

99476 

100000 

100529 

10106* 

101604 

96000 

98969 

99482 

100000 

10052* 

101053 

101587 

102128 

102674 

S7000 

10000C 

100518 

101042 

101571 

1C2105 

102645 

103191 

103743 

58000 

101031 

10155* 

102083 

102618 

103158 

103  704 

104255 

104813 

99000 

102062 

102591 

1C3125 

103665 

104211 

104762 

105319 

105882 

100000       103093       lu3627       106167       104712      105263       105820       106383      106952 


A- 172     Financing 


NET  AND  GROSS  SELLING  PRICE 


Grots 

Gross 

Gross 

Gross 

Gross 

Gross 

Gross 

Gross 

a*  3% 

ot  3l/2% 

<>♦*% 

°+4l/,-/e 

a+ 5% 

o+  51/,% 

a+6% 

°t6«/2% 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

N.t 

mission 

mission 

mission 

mission 

mission 

mission 

mission 

mission 

101000 

104124 

10  4663 

105208 

105759 

106316 

106878 

107447 

108021 

102000 

105155 

10  5699 

106250 

106806 

107368 

107937 

108511 

109091 

10  3000 

1C6186 

106736 

107292 

107853 

108421 

106995 

109574 

110160 

10 400 J 

107216 

107772 

108333 

108901 

109474 

UC053 

110638 

111230 

105000 

108247 

1 ; 880  8 

1C9375 

109946 

110526 

111111 

111702 

112299 

106000 

109278 

109845 

110417 

110995 

111579 

112169 

112766 

11336S 

107000 

110309 

1 1  088  I 

111458 

1120*2 

112632 

113228 

113830 

114439 

10  SO  00 

U1340 

111917 

112500 

113089 

113684 

114286 

114894 

115508 

109000 

112371 

112953 

113542 

114136 

114737 

115344 

115957 

116578 

110000 

113402 

113990 

114583 

115183 

115789 

116*02 

117021 

117647 

11  1000 

114433 

115026 

115625 

116230 

116842 

117460 

118085 

118717 

112000 

115464 

116062 

116667 

117277 

117895 

118519 

119149 

119786 

113000 

116495 

117098 

117708 

118325 

118947 

119577 

120213 

120856 

114000 

117526 

118135 

118750 

119372 

120000 

120635 

121277 

121925 

115000 

118557 

119171 

119792 

120419 

121053 

121693 

122340 

122995 

116000 

119588 

120207 

12C833 

121466 

122105 

122751 

123404 

124064 

1 1 7000 

120619 

121244 

12  1875 

122513 

123158 

123810 

124468 

125134 

1.800  0 

121649 

12  22  8C 

122917 

12356C 

124211 

124868 

125532 

126203 

119000 

122680 

123316 

123958 

124607 

125263 

125926 

126596 

127273 

12C000 

123711 

124352 

125000 

12565* 

126316 

12698* 

127o60 

128342 

121000 

124742 

125389 

126042 

126702 

127368 

128U42 

128723 

129412 

122000 

125773 

126425 

127083 

1277*9 

128421 

129101 

129787 

130481 

123000 

126804 

127461 

128125 

128796 

129*74 

130159 

130851 

131551 

124000 

127835 

128497 

129167 

129843 

130526 

131217 

131915 

132  620 

12  5000 

128866 

129534 

130208 

130890 

131579 

132275 

132979 

133690 

126000 

129897 

130570 

131250 

131937 

132632 

133333 

13*043 

134759 

127000 

13C92  8 

131606 

132292 

13298* 

133684 

134392 

135106 

135829 

128000 

131959 

132642 

133333 

134031 

134737 

135450 

13617C 

136898 

12<5000 

132990 

133679 

13*375 

135079 

135789 

136508 

13723* 

137968 

130000 

134021 

134715 

135417 

136126 

136842 

137566 

138298 

139037 

131000 

135052 

135751 

136458 

137173 

137895 

138624 

139362 

140107 

132000 

136082 

136788 

137500 

13822C 

1389*7 

139683 

1*0*26 

141176 

133000 

137113 

137824 

138542 

139267 

140000 

140741 

1*1*89 

142246 

13  4000 

138144 

138860 

139  58  3 

14031* 

141053 

141799 

1*2553 

143316 

135000 

139175 

139896 

1*0625 

141361 

1*2105 

142857 

143617 

144385 

1 3 60 QC 

140206 

140933 

1*1667 

1*2*08 

1*3158 

1*3915 

144681 

1*5*55 

137000 

141237 

141969 

142703 

143455 

1*4211 

144974 

145745 

14652* 

138000 

1*2268 

1*3005 

1*3750 

1**503 

I *5263 

146032 

146809 

14759* 

139000 

143299 

14  4041 

144792 

1*5550 

146316 

1*7090 

147872 

1*8663 

140000 

144330 

145C78 

145833 

146597 

147368 

1*81*8 

148936 

1*9733 

UloOo 

145361 

146114 

1*6875 

147644 

148421 

1*9206 

150000 

150802 

1*2000 

146392 

1*7150 

1*7917 

148691 

1*9*7* 

15C265 

15106* 

151872 

14  3000 

147423 

1*8187 

1*8958 

149738 

150526 

151323 

152128 

1529*1 

1**000 

148454 

149223 

15Cv00 

150785 

151579 

152381 

153191 

154011 

145000 

149485 

150259 

1510*2 

151832 

152632 

153*39 

154255 

155080 

1*6000 

150515 

151295 

15208  3 

152880 

15368* 

15**97 

155319 

156150 

1*7000 

151546 

152332 

153125 

153927 

154737 

155556 

I56i83 

157219 

148000 

152577 

153368 

15*167 

154974 

155789 

156614 

157447 

158289 

149000 

153608 

154404 

155208 

156021 

156842 

157672 

158511 

159358 

15C000 

154639 

155*40 

156250 

157066 

157895 

158730 

159574 

160*28 

151000 

155670 

156*77 

157292 

158115 

158947 

159788 

160638 

161497 

152000 

156701 

157513 

158333 

159162 

160000 

160847 

161702 

162567 

15  3000 

157732 

158549 

159375 

16020<5 

161053 

161905 

162766 

163636 

154000 

158763 

159585 

16C417 

161257 

162105 

162963 

163830 

164706 

155000 

15979* 

160622 

U1458 

162304 

163158 

16*021 

164894 

165775 

156000 

160825 

161658 

162500 

163351 

164211 

165079 

165957 

166845 

157000 

161856 

162694 

163542 

164396 

165263 

166138 

167021 

167914 

158000 

162887 

163731 

164583 

165**5 

166316 

167196 

168085 

168984 

159000 

163918 

164767 

165625 

166*92 

167368 

168251 

1691*9 

170053 

160000 

1649*8 

165803 

166667 

16753S 

168421 

169312 

170213 

171123 

161000 

U5979 

166839 

167708 

168586 

169474 

170370 

171277 

172193 

162000 

167010 

167876 

168750 

169634 

170526 

171*29 

1723*0 

173262 

163000 

168041 

168912 

169792 

17068  1 

171579 

172487 

173*0* 

17*332 

16*000 

169072 

1699*8 

170833 

171728 

172632 

173545 

17**68 

175*01 

16  5000 

170103 

17098* 

171875 

172775 

173684 

17*603 

175532 

176471 

166000 

171134 

172C21 

172917 

173822 

174737 

17  5661 

176596 

177  54  0 

167000 

172165 

173057 

173958 

174869 

175789 

176720 

177660 

178610 

168000 

173196 

17*093 

175000 

175916 

176842 

177778 

178723 

179679 

169000 

174227 

175130 

176042 

17696  3 

177895 

178836 

179787 

180749 

170000 

175258 

176166 

177C83 

1 7801C 

178947 

17S894 

180851 

181818 

171000 

176289 

177202 

178125 

l?9056" 

180000 

18C952 

181915 

182888 

172000 

177320 

178238 

179167 

180105 

181053 

182011 

182979 

183957 

17  3000 

178351 

179275 

180208 

181152 

182105 

183069 

18*043 

185027 

174000 

179381 

180311 

181250 

182199 

183158 

184127 

185106 

186096 

175000 

180412 

181347 

182292 

183246 

184211 

185185 

186170 

187166 

176000 

1814*3 

182383 

183333 

184293 

185263 

186243 

18723* 

188235 
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NET  AND  GROSS  SELLING  PRICE 


Oo*. 

Gross 

Gross 

Gross 

Grot* 

Gross 

Grou 

Gross 

oH% 

«♦  3'/,% 

o+4y. 

•»4%7. 

of  57. 

<**5'/,*/. 

ot*7. 

<rf4V27. 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

No* 

mission 

minion 

mission 

mwi  ion 

mission 

motion 

mission 

minion 

177000 

182474 

183*20 

18*375 

165340 

186316 

187302 

188298 

189305 

176300 

183505 

164*56 

185417 

1863 8 1 

187368 

186360 

U9362 

19037* 

179000 

184536 

185*92 

186458 

187435 

186421 

189*18 

190426 

191444 

i a oo oo 

185567 

186528 

187500 

188*82 

189*7* 

19C*76 

191,  8<3 

1925U 

181000 

166598 

187565 

1885*2 

189529 

190526 

19153* 

192553 

193583 

ItiOOJ 

18762$ 

t8  86Ci 

164583 

19057* 

191574 

192  593 

!93ol7 

194652 

18  3000 

188660 

189637 

19C625 

191623 

192632 

193651 

19*681 

195722 

184000 

189691 

19067* 

191667 

192670 

19366* 

19*709 

1957*5 

196791 

185000 

190722 

191710 

192708 

193717 

19*737 

195767 

196608 

197861 

166000 

191753 

1927*6 

193750 

19*764 

195789 

196825 

19787*. 

19893C 

187000 

192783 

193782 

1**792 

145812 

1  4fe8*2 

14766* 

198936 

260000 

188000 

193814 

194819 

195833 

196859 

197895 

198942 

200000 

201070 

169000 

19*8*5 

195855 

196875 

19790* 

1969*7 

20OO0O 

20106* 

202139 

190000 

195876 

196891 

197917 

198953 

200000 

201058 

202128 

203209 

191000 

196907 

197927 

196958 

2C0O0C 

2C1053 

202116 

203191 

20*276 

1920C0 

197938 

19896* 

20COOO 

201047 

202105 

203175 

20*255 

2053*8 

19  3000 

198969 

200000 

2010*2 

202094 

203156 

20*233 

205319 

206*17 

1940  OO 

200000 

2ulo36 

202083 

2^314  1 

204211 

205291 

206383 

207*87 

19  5000 

201031 

202C73 

2C3125 

204188 

2C5263 

236*49 

2C7*47 

2C8556 

196000 

2C2062 

203109 

20*167 

205236 

206316 

207*07 

208511 

209626 

197000 

203093 

204145 

2C5208 

206283 

2C7368 

208466 

20957* 

210695 

196000 

20*124 

2j5181 

206250 

20733C 

208421 

20952* 

210638 

211765 

199000 

205155 

206218 

207292 

208377 

209474 

210582 

211702 

212834 

20C00G 

2C6186 

20725* 

2C8333 

209424 

210526 

211640 

212766 

21390* 

201000 

207216 

208290 

209375 

210471 

211579 

212696 

213830 

21*973 

202000 

2082*7 

209326 

210*17 

211518 

212632 

213757 

214694 

2160*3 

20  3000 

209278 

210363 

211*58 

212565 

213664 

214815 

215957 

217112 

234000 

210309 

211399 

212  500 

213613 

214737 

215873 

217021 

216182 

20  5000 

2113*0 

212*35 

213542 

21466C 

215789 

216911 

218085 

219251 

206000 

212371 

213*71 

21*583 

215707 

216842 

217989 

2191*9 

220321 

20  7000 

213*02 

21*508 

215625 

216754 

217895 

219048 

220213 

221390 

208000 

214433 

215544 

216667 

217801 

218947 

22C106 

221277 

222460 

209000 

215*6* 

216580 

217708 

218848 

22COOO 

221164 

222340 

223529 

210000 

216495 

217617 

218750 

219895 

221053 

ZZ222Z 

223*04 

22*599 

211000 

217526 

218653 

219792 

220942 

222105 

223280 

224468 

225668 

212000 

218557 

219689 

220833 

221990 

223156 

224339 

225532 

226738 

213000 

219588 

220725 

221875 

223037 

224211 

225397 

226596 

227807 

214000 

220619 

221762 

222917 

224084 

225263 

226*55 

227660 

228877 

215000 

2216*9 

222798 

223958 

225131 

226316 

227513 

228723 

2299*7 

216000 

222680 

223834 

225000 

226176 

227366 

228571 

229787 

231016 

217000 

223711 

22  4870 

226042 

227225 

228421 

229630 

230851 

232086 

218000 

22*7*2 

22  5907 

22708  3 

228272 

229474 

230666 

231915 

233155 

219000 

225773 

2269*3 

228125 

229319 

230526 

2317*6 

232979 

2  3*22  5 

22  0000 

22680* 

227979 

229167 

230366 

231579 

232804 

234043 

23529* 

221000 

227835 

229016 

23C206 

231414 

232632 

233862 

235106 

236364 

222000 

228866 

230052 

221250 

232461 

233684 

234921 

236170 

237433 

22  3000 

229897 

231088 

232292 

23350e 

234737 

235979 

237234 

238503 

22*000 

230928 

23212* 

233333 

234555 

235789 

237037 

238296 

239572 

22  5000 

231959 

233161 

234375 

235602 

236842 

238095 

239362 

240642 

226000 

232990 

234197 

235417 

236649 

237895 

239153 

240426 

241711 

227000 

234021 

235233 

236458 

237696 

238947 

240212 

241489 

242781 

226000 

235052 

236269 

23  7500 

2387*3 

2*0000 

241270 

242553 

243850 

22  9000 

236062 

2373d6 

238542 

239791 

2*1053 

242328 

243617 

244920 

230000 

237113 

238342 

239583 

240836 

242105 

243366 

24  4681 

245989 

231000 

22814* 

239378 

2*0625 

241885 

243156 

244444 

2457*5 

247059 

232000 

239175 

240414 

2*1667 

2*2932 

2**211 

245503 

2*6808 

248128 

23  3000 

2*0206 

241451 

242708 

2*397? 

2*5263 

246561 

247672 

249198 

234000 

241237 

242487 

243750 

245026 

246316 

247619 

248936 

2  50267 

235000 

242268 

2*3523 

24*792 

2*6073 

247368 

248677 

250000 

251337 

236000 

243299 

244560 

245833 

247120 

2*8*21 

249735 

25106* 

252406 

237000 

2**330 

245596 

246875 

248166 

2*9*74 

250794 

252128 

253476 

236000 

245361 

246632 

247917 

249215 

250526 

251852 

253191 

254545 

239000 

246392 

247668 

248958 

250262 

251579 

252910 

25*255 

255615 

24  0000 

247*23 

248705 

25COOO 

251309 

2  52632 

253968 

255319 

2  56664 

241000 

2*8*5* 

249741 

251042 

252354 

25368* 

255026 

256383 

257754 

2<.2000 

2**485 

250777 

252683 

253403 

254737 

256085 

257**7 

258824 

243000 

250515 

251813 

253125 

254450 

255789 

257143 

258511 

259893 

244000 

251546 

252850 

254167 

255497 

2  56842 

258201 

259574 

2  6096  3 

245000 

252577 

253886 

255208 

256544 

257895 

259259 

260638 

262032 

246000 

253608 

2  5  492  2 

256250 

257592 

258947 

260317 

261702 

263102 

2  47000 

254639 

255959 

257292 

258639 

2  60000 

261376 

262766 

264171 

248000 

2  55670 

256995 

256333 

259686 

261053 

262434 

263830 

265241 

249000 

256701 

258031 

259375 

260733 

262105 

263*92 

26489* 

266310 

25COOO 

257732 

259067 

260417 

261780 

263156 

26*550 

265957 

267380 

251000 

258763 

260104 

261458 

262827 

264211 

265608 

267021 

268  449 

252000 

259794 

261140 

2*2500 

26  38  7  4 

265263 

266667 

268085 

269519 
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NUt 

Gro« 

Com- 

minion 

GfOM 

«♦  3'/i7. 
Com- 

Gro« 
<rt4% 

Com- 
motion 

Gro« 

oMl/,% 

Com- 

mitjion 

Groa 

at  5% 

Com- 

-  H  or 

Grow 

o+5'/,% 
Com- 
mission 

Grots 
ot67. 
Com- 
mission 

Gro« 

Com- 
miiiion 

253000 
2  54000 
2  55000 
2  560  00 
257000 


260825 
261856 
2(2887 
263918 
2  64948 


262176 
263212 
264249 
265285 
266321 


263542 
264583 
265625 
266667 
267708 


264921 
265969 
267016 
268062 
2691 IC 


266316 
267368 
268421 
269474 
270526 


267725 

268783 
269841 
270899 
27  1958 


269149 
270213 
271277 
272340 
273404 


270588 
271658 
272727 
273797 

274866 


258000 

265979 

267358 

268750 

270157 

271579 

273016 

274468 

275936 

259000 

267010 

268394 

269792 

271204 

272632 

27  4074 

275532 

277005 

2  60000 

268041 

26943C 

27C633 

272251 

273684 

275132 

276596 

278075 

261000 

269072 

270466 

271875 

273296 

274737 

276190 

277660 

279144 

262000 

27C103 

271503 

272917 

274346 

275789 

277249 

278723 

280214 

263000 

271134 

272539 

273958 

275393 

27684* 

278307 

279787 

281283 

264000 

272165 

273575 

27500w 

276440 

277895 

279365 

280851 

282353 

265000 

273196 

274611 

276042 

277487 

2  7894  7 

280423 

281915 

283422 

266000 

274227 

275648 

277083 

278534 

2  80000 

281481 

282979 

284492 

2  67000 

275258 

276684 

276125 

279581 

281053 

282540 

284043 

285561 

2  68000 

276289 

277720 

279167 

280626 

282105 

283598 

285106 

286631 

2690C0 

277320 

278756 

280208 

281675 

283158 

284656 

286170 

287701 

270000 

278351 

279793 

281250 

282723 

284211 

285714 

287234 

288770 

271000 

279381 

280829 

282292 

283770 

285263 

2  86772 

288298 

289840 

272000 

280412 

281865 

283333 

284817 

286316 

287831 

289362 

290909 

2730  00 

281443 

282902 

28  4  37  5 

285864 

287368 

288889 

290426 

291979 

274000 

282474 

283938 

285417 

286911 

288421 

289947 

291489 

293048 

2  75000 

283505 

284974 

286458 

287956 

289474 

291005 

292553 

294118 

276000 

284536 

286010 

287500 

289005 

290526 

292063 

293617 

295187 

277000 

2  65567 

287047 

288542 

290052 

291579 

293122 

294681 

296257 

2  78000 

2  66598 

288083 

289583 

291099 

292632 

294180 

295745 

297326 

279000 

2  87629 

289119 

290625 

292147 

293684 

295238 

296808 

298396 

280000 

2  68660 

290155 

291667 

293194 

294737 

296296 

297872 

299465 

281000 

2  89691 

29U92 

292708 

294241 

295789 

297354 

298936 

300535 

262000 

290722 

292228 

293750 

295288 

296842 

298413 

300000 

301604 

283000 

291753 

293264 

294792 

296335 

2  97895 

299471 

301064 

302674 

284000 

292783 

294301 

295833 

297382 

298947 

300529 

302128 

303743 

285000 

293814 

295337 

296875 

298429 

300000 

301567 

303^.91 

304813 

2  86000 

294845 

296373 

297917 

299476 

301053 

302645 

304255 

305882 

2*7000 

295876 

297409 

298958 

300524 

302105 

30  3704 

305319 

306952 

28  8000 

296907 

298446 

300000 

301571 

303158 

3*4762 

306J83 

308O21 

289000 

2  97938 

299482 

301042 

302618 

304211 

305820 

307447 

309091 

290000 

298969 

300518 

30208  3 

303665 

3C5263 

306878 

308511 

310160 

291000 

300000 

301554 

3C3125 

304712 

306316 

307936 

309574 

311230 

292000 

301031 

302591 

304167 

30575C 

307368 

308995 

310638 

312299 

293000 

302062 

303627 

305208 

306806 

308421 

310053 

311702 

313369 

2  94000 

3C3093 

3  0  4663 

3J6250 

307853 

309474 

311111 

3  12766 

314439 

2950CO 

3C4124 

305699 

3C7292 

308901 

310526 

312169 

313830 

315508 

2  96000 

305155 

306736 

308333 

309948 

311579 

313227 

314894 

316578 

297000 

306186 

307772 

309375 

31099  5 

312632 

314286 

315957 

317647 

298000 

307216 

308808 

31C417 

3*2642 

313684 

315344 

317C21 

318717 

299000 

308247 

309845 

311458 

313089 

314737 

316402 

318085 

319786 

300000 

309278 

310881 

312500 

314136 

315789 

317460 

319149 

320656 

301000 

310309 

311917 

313542 

315183 

316842 

318519 

320213 

321925 

302000 

311340 

31295  3 

31458  3 

316230 

317895 

319577 

321277 

322995 

30  3000 

312371 

31399C 

315625 

317277 

318947 

32C635 

322340 

324064 

304000 

313402 

315026 

316667 

318325 

320000 

321693 

32  3404 

325134 

30  5000 

314433 

316062 

317708 

319372 

321053 

322751 

324468 

326203 

306000 

315464 

317098 

218750 

320419 

322105 

323810 

325532 

327273 

30  7000 

316495 

318135 

319792 

321466 

323158 

324868 

326596 

328342 

308000 

317526 

319171 

32C833 

322513 

324211 

325926 

327060 

329412 

309000 

318557 

320207 

321875 

32356C 

325263 

326984 

328723 

330481 

310000 

319588 

321244 

322917 

324607 

326316 

328042 

329787 

331551 

311000 

32C619 

32228C 

323958 

325654 

327368 

329101 

330851 

332620 

312000 

321649 

323316 

225000 

326702 

328421 

330159 

331915 

333690 

313000 

322680 

324352 

326042 

327749 

329474 

331217 

332979 

334759 

314000 

323711 

325389 

327083 

328796 

330526 

332275 

334U43 

335629 

315000 

324742 

326425 

328125 

329843 

331579 

333333 

335106 

336696 

316000 

325773 

327461 

329167 

33089C 

332632 

334392 

33617C 

33796e 

317000 

326804 

328497 

33C208 

331937 

333684 

335450 

337234 

339037 

318000 

327835 

329534 

331250 

33298* 

334737 

336508 

338298 

340107 

319000 

328866 

330570 

332292 

334031 

335789 

337566 

339362 

341176 

320000 

329897 

331606 

333333 

335079 

336842 

338624 

340426 

342246 

321000 

330928 

332642 

334375 

336126 

337895 

339683 

341489 

343316 

322000 

331959 

333679 

335417 

337173 

338947 

34C741 

342553 

344385 

32  3000 

3329O0 

334715 

336458 

33822C 

3*0000 

341799 

343617 

345455 

32  4000 

334021 

335751 

337500 

339267 

341053 

342857 

344681 

346524 

325000 

335052 

336788 

338542 

34031* 

342105 

343915 

345745 

347594 

326000 

336082 

337824 

339583 

341361 

343158 

344974 

346808 

346663 

32  7000 

3  37113 

338860 

340625 

342406 

344211 

346032 

347872 

349733 

328000       338144       339896       341667       343455      345263       347090      348936      350802 
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NET  AND  GROSS  SELLING  PRICE 


Grots 

Grot, 

Grott 

Gro« 

Grot. 

Gro« 

Grots 

Groti 

at  3% 

•♦  3,/J% 

at  4% 

*♦  ♦»/,•/. 

at  57. 

<*  5'/»V. 

ot*% 

•♦•%% 

Com- 

Com- 

Com- 

Com- 

Com- 

Com- 

Cm- 

Cam- 

Not 

mrttion 

mitt  too 

mittion 

mrtiiaw 

miuiofl 

mtttion 

mittion 

mittion 

329000 

339175 

3*0933 

3*2708 

34*503 

346316 

3*8148 

350000 

351872 

330000 

3*0206 

3*1969 

3*3750 

3*555C 

347366 

349206 

351064 

3529*1 

33  1000 

3*1237 

3*3005 

3**792 

3*6597 

3*8*21 

350265 

352128 

35*011 

33  2000 

3*2268 

344C41 

345833 

3*76** 

3*9474 

351123 

353191 

355080 

333000 

3*3299 

3*5078 

3*6875 

3*8691 

350526 

3  52  381 

3j*255 

15615C 

33*000 

3**330 

3*611* 

3*7917 

5*973* 

351579 

353439 

355319 

357219 

33  5000 

3*5361 

3*7150 

3*8958 

350785 

352632 

35**97 

356383 

356289 

336000 

3*6392 

3*8187 

35CCOO 

351832 

3  5368* 

355556 

357**7 

359358 

337000 

3*7*23 

3*9223 

3510*2 

35288C 

35*737 

35661* 

358511 

3  60*2  8 

338000 

3*8*5* 

350259 

352083 

353927 

355789 

357672 

35957* 

361*97 

339000 

3*9*85 

351295 

353125 

35*97* 

3568*2 

356730 

36U638 

362567 

3*0000 

350515 

352332 

35*167 

3  56021 

157695 

359788 

361702 

363636 

3*1000 

3515*6 

353368 

355208 

357068 

1589*7 

36C8*7 

362766 

36*706 

3*2000 

352577 

354*0* 

356250 

358115 

160000 

361905 

36  3830 

365775 

3*3000 

353608 

355**0 

357292 

359162 

361053 

362963 

36*894 

3668*5 

3**000 

35*639 

356*77 

358333 

360209 

142105 

36*021 

365957 

3  6791* 

3*3000 

355670 

357513 

359375 

361257 

161158 

365C79 

367021 

36898* 

3*60CO 

356701 

3585*9 

360*17 

36230* 

164211 

366138 

368065 

370053 

3*7000 

357732 

359585 

361*58 

363351 

165263 

367196 

3691*9 

371123 

3*8000 

358763 

360622 

362500 

36*39e 

366316 

36825* 

370213 

372193 

3*9000 

3  5979* 

361658 

3635*2 

365**5 

367368 

369312 

371277 

373262 

35C0C0 

360825 

36  269* 

36*583 

366*92 

368421 

37C370 

3723*0 

37*332 

351000 

361856 

36  37  31 

365625 

36753* 

36947* 

371*29 

373*0* 

375401 

3  52000 

362887 

36*767 

366667 

368516 

3  70526 

372*87 

37**68 

376471 

353000 

363918 

365803 

367708 

369633 

371579 

3735*5 

375532 

377540 

35*000 

36*9*8 

366839 

368750 

37068  1 

372632 

37*603 

376596 

378610 

355000 

365979 

367876 

369792 

371728 

37161* 

375661 

377660 

379679 

356000 

367010 

368912 

370833 

372775 

37*717 

376720 

378723 

380749 

357000 

3680*1 

3699*8 

371875 

373822 

175769 

377778 

379787 

381618 

358000 

369072 

37098* 

372917 

37486<i 

3768*2 

378836 

380851 

382868 

359000 

370103 

372021 

373958 

375916 

377695 

37989* 

381915 

363957 

360000 

37113* 

373057 

3  75000 

376963 

3789*7 

38C952 

382979 

385027 

361000 

372165 

37*09  3 

3760*2 

378010 

180000 

382011 

38*0*3 

3  66096 

362000 

373196 

37513C 

377083 

3790  5  6 

181053 

383069 

385106 

387166 

363000 

37*227 

376166 

378125 

380105 

382105 

38*127 

386170 

388235 

36*000 

375258 

377202 

379167 

181152 

383158 

385185 

38723* 

389305 

36  5000 

376289 

378238 

380208 

38219S 

18*211 

3862*3 

388298 

39017* 

3(6000 

377320 

379275 

381250 

383246 

185263 

387302 

389362 

191444 

367000 

378351 

380311 

382292 

384293 

386316 

388160 

390*26 

192511 

368000 

379  381 

3813*7 

383333 

385340 

387368 

189*16 

391*89 

393583 

369000 

380*12 

382383 

38*375 

386387 

388*21 

39o*76 

392553 

39*652 

3  70000 

381**3 

383*20 

385*17 

387*35 

189*7* 

39151* 

393617 

395722 

371000 

362474 

384456 

386*58 

388*82 

190526 

192591 

39*681 

396791 

372000 

383505 

385*92 

387500 

38952* 

191379 

393651 

3957*5 

39766  1 

3  73000 

38*536 

386528 

3885*2 

390576 

392632 

394709 

396808 

398930 

37*000 

3  65567 

387565 

389583 

391623 

39168* 

395767 

397872 

*00000 

3  75000 

3  86  598 

388601 

39C625 

39267C 

19*737 

396825 

398936 

*01070 

376000 

3C7629 

389637 

391667 

393717 

395789 

39786* 

400000 

402139 

3  77000 

388660 

39067* 

392708 

39*76* 

3968*2 

3989*2 

40106* 

*03209 

378000 

3  69691 

391710 

393750 

39  5812 

397895 

*00000 

40212a 

*0*278 

379000 

390722 

3927*6 

394792 

39685* 

398947 

4J1C58 

*;3t9i 

*053*8 

38COOO 

391753 

393782 

395833 

397906 

400000 

402116 

*C4255 

*06417 

38  1000 

392783 

39*819 

396875 

398953 

401053 

*03175 

405319 

*07*87 

382000 

39381* 

395855 

397917 

*00000 

♦02105 

*0*233 

406383 

406556 

383000 

39*8*5 

396891 

398958 

*01O47 

*03158 

*0  5291 

*07**7 

*0962  6 

38*000 

395876 

397927 

*0C000 

402094 

40*211 

*C63*9 

40851 1 

*  1069 5 

385000 

396907 

39896* 

401042 

40314  I 

405263 

*07*07 

40957* 

*11765 

3  86000 

397938 

400000 

402083 

*0*186 

4u6316 

40846b 

410638 

412834 

367000 

3  98969 

401036 

403125 

405236 

407368 

40952* 

*U702 

*i390* 

388000 

*C0000 

402C73 

4C4167 

*06283 

*08*2l 

*IC582 

412766 

*1*973 

38  9000 

*01031 

403109 

*C5208 

*07330 

409*7* 

411640 

*13830 

416043 

scoooo 

*02062 

*0*1*5 

406250 

*08377 

410526 

412698 

41*99* 

417U2 

391000 

*0  3093 

*051B1 

*07292 

*09*2* 

*U579 

413757 

*15957 

418182 

3920CC 

*0*i2* 

*0  6218 

4C8333 

*10471 

*12632 

414815 

*l7'.2l 

41925  1 

39  3000 

*05155 

*0725* 

*C9375 

411518 

41368* 

415873 

418085 

420321 

39*000 

*06186 

*08290 

*10*17 

412565 

*l*737 

416931 

*191*9 

421390 

395000 

*07216 

*09326 

411*58 

413613 

*15789 

417989 

420213 

422*60 

396000 

4082*7 

*10363 

412500 

*1466C 

*i68*2 

419048 

421277 

423529 

397000 

*C9278 

*  11399 

*135*2 

*15707 

417895 

42C106 

422340 

424599 

398000 

*10309 

*12*35 

414583 

*1675* 

*189*7 

421164 

*23*0* 

425668 

399000 

*U3*0 

*13*7l 

415625 

*17801 

420000 

*tZ2Z2Z 

*2**68 

426738 

* 0  0000 

M2371 

41*508 

*16667 

418848 

421053 

42  326C 

425532 

427807 

*010  00 

413*02 

*155** 

417708 

*19895 

422105 

*2*339 

*26596 

*28877 

*02000 

*1**33 

416580 

*18750 

*209*2 

423158 

*25397 

427660 

*299*7 

♦0  3000 

*15*6* 

*17617 

*19792 

*2199C 

424211 

*26*55 

428723 

431016 

*0*300 

*16*95 

*18653 

42C833 

42  30  3  7 

42  5263 

*27513 

*29787 

*32086 

A- 176     Financing 


FACTORS  TO  COMPUTE  INTEREST  PORTION  OF 
MONTHLY  LOAN  PAYMENTS 


Annual 

Monthly 

Annual 

Monthly 

Annual 

Monthly 

Interest 

Interest 

Interest 

1 nterest 

Interest 

1  nterest 

% 

% 

% 

% 

% 

% 

6 

0.5000 

11 

0.9167 

16 

1.333 

6% 

0.5208 

11% 

0.9375 

16V4 

1.354 

6% 

0.5417 

11% 

0.9583 

16% 

1.375 

6% 

0.5625 

113/4 

0.9792 

163/4 

1.396 

7 

0.5833 

12 

1.0000 

17 

1.417 

7Va 

0.6042 

12  y4 

1.0208 

17V4 

1.438 

7V2 

0.6250 

12% 

1.0417 

17i/2 

1.458 

73/4 

0.6458 

123/4 

1.0625 

173/4 

1.479 

8 

0.6667 

13 

1.0833 

18 

1.500 

8V4 

0.6875 

13i/4 

1.1042 

18 1/4 

1.521 

SV2 

0.7083 

13  % 

1.1250 

18 1/2 

1.542 

83/a 

0.7292 

13% 

1.1458 

183/4 

1.563 

9 

0.7500 

14 

1.1667 

19 

1.583 

9V4 

0.7708 

14V4 

1.1875 

191/4 

1.604 

91/2 

0.7917 

14  % 

1.2083 

191/2 

1.625 

93/4 

0.8125 

143/4 

1.2292 

193/4 

1.646 

10 

0.8333 

15 

1.2500 

20 

1.667 

10 1/4 

0.8542 

I51/4 

1.2708 

201/4 

1.688 

10  V4 

0.8750 

15% 

1.2917 

201/2 

1.708 

103/4 

0.8958 

153/4 

1.3125 

203/4 

1.729 

1 


EXAMPLE: 

Loan  Balance    $19,866.66 

Interest  10%  p/yr.  or  0.8333  p/mo. 

Monthly  Payment  $300.00 

Interest:  0.8333%  X  19,866.66    (  165.55) 

Payment  toward  principal  134.45 

New  Loan  Balance  $19,732.21 

Monthly  Payment  $300.00 

Interest:  0.8333%  X  19,732.21    (  164.43) 

Payment  toward  principal  135.57 

New  Loan  Balance  $19,596.64 
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7% 


REMAINING  BALANCE 

IN  PERCENT  Of  ORIGINAL  LOAN  AMOUNT 


7% 


Aft* 

A6t 

Of 

MIC     'i         -  - 

IN    YEARS 

Of 

LOAN 

2.0 

3.0 

5.0 

8.C 

ICO 

12.0 

15.0 

16.0 

17.0 

18.0 

19 

0 

20.0 

LOAM 

1 

31.1 

69.0 

82.  7 

90.3 

92.8 

94.5 

96.1 

96.5 

96.8 

97.1 

97 

4 

97.6 

1 

2 

0.0 

35.7 

64.  1 

60.0 

85.2 

88.6 

91.9 

92.7 

93.4 

94.0 

94 

6 

95.1 

2 

i 

0.0 

0.0 

44.2 

68.8 

76.9 

82.2 

87.4 

88.7 

89.8 

90.7 

91 

6 

92.3 

3 

4 

0.0 

0.0 

22.9 

56.9 

68.1 

75.4 

82.6 

84.3 

85.8 

87.2 

as 

4 

89.4 

4 

5 

Co 

0.0 

0.0 

44.1 

5C.6 

68.1 

77.4 

79.7 

81.6 

83.4 

84 

9 

86.3 

9 

4 

0.0 

o.c 

O.C 

30.4 

40.5 

6C.3 

71.9 

74.7 

77.1 

79.3 

61 

2 

82.9 

4 

? 

0.0 

0.0 

0.0 

15.7 

3  7.6 

51.9 

65.9 

69.3 

72.3 

74.9 

77 

2 

79.3 

f 

f 

0.0 

0.0 

0.0 

0.0 

25.9 

42. «; 

59.5 

63.6 

67.1 

70.2 

73 

0 

75.4 

• 

9 

0.0 

0.0 

0.0 

0.0 

13.4 

33.3 

52.7 

57.5 

61.6 

65.2 

68 

4 

71.2 

9 

10 

0.0 

0.0 

o.c 

o.c 

0.0 

23. C 

45.4 

50.9 

55.6 

59.8 

6} 

5 

66.8 

10 

11 

0.0 

0.0 

o.c 

0.0 

CO 

11.9 

37.5 

43.8 

49.2 

54.0 

58 

2 

62.0 

11 

12 

0.0 

0.0 

0.0 

o.c 

CO 

0.0 

29.1 

36.2 

42.4 

47.8 

52 

6 

56.9 

12 

43 

0.0 

0.0 

0.0 

0.0 

CO 

C.C 

20.1 

28.1 

35.1 

41.2 

46 

6 

51.4 

13 

14 

0.0 

0.0 

o.c 

o.c 

CO 

0.0 

10.4 

19.4 

27.2 

34. C 

40 

1 

45.5 

14 

IS 

0.0 

0.0 

o.c 

c.c 

CO 

0.0 

0.0 

10.0 

18.7 

26.4 

33 

2 

39.1 

15 

14 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

9.7 

18.2 

25 

7 

32.4 

14 

17 

0.0 

0.0 

0.0 

0.0 

CO 

0.0 

0.0 

0.0 

0.0 

9.4 

17 

7 

25.1 

17 

It 

0.0 

0.0 

0.0 

0.0 

CO 

o.c 

0.0 

O.C 

0.0 

0.0 

9 

2 

17.3 

14 

1* 

0.0 

0.0 

0.0 

0.0 

CO 

o.c 

0.0 

0.0 

0.0 

0.0 

0 

0 

8.9 

19 

T 

ORIGINAL    TERM 

IN    YEARS 

AGf 

or 

LOAM 

21.0 

^2.0 

23.0 
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12tt%  REMAINING  BALANCE  „„„ 

wmrrmym      |N  pERCENT  OF  ORIGJNAL  LOAN  amount  ■  A/a  /0 

Of  ORIGINAL  TERM  IN  YEARS                                                                  J" 

LOAM  2.0  3.0         5.0  8.0  10.0  12.0  15.0  16.0  17.0  18.0  19.0  20.0    LOAM 

1  53.1  70.7  8*. 6  92.2  9*. 6  96.2  97.6  97.9  98.2  98.4  98.6  98.8  1 

2  0.0  37.5  67.2  83.4  88.6  91.8  94.8  95.5  96.1  96.6  97.1  97.4  2 
]  0.0  0.0  47.6  73.5  81.7  86.9  91.7  92.8  93.8  94.6  95.3  95.9  3 

4  0.0  0.0  25.2  62.2  73.9  81.3  88.2  89.8  91.1  92.3  93.3  94.2  4 

5  0.0  0.0         0.0  49.4  65.1  75.0  84.2  86.3  88.2  89.7  91.0  92.2  5 

6  0.0  0.0  0.0  34.9  55.1  67.8  79.7  82.4  84.8  86.8  88.5  89.9  6 
T  0.0  0.0  0.0  18.5  43.7  59.7  74.6  78.0  80.9  83.4  85.6  87.4  7 
•  0.0  0.0  0.0  CO  30.9  50.6  68.8  73.0  76.6  79.7  62.3  84.5  • 
9  0.0  0.0         0.0  0.0  16.4  40.2  62.2  67.3  71.7  75.4  78.6  61.3  9 

16  0.0  0.0         0.0  0.0  0.0  28.4  54.8  60.9  66.1  70.5  74.3  77.6  10 

11  0.0  0.0         0.0  0.0  0.0  15.1  46.4  53.6  59.8  65.1  69.6  73.4  11 

12  0.0  0.0  0.0  0.0  0.0  0.0  36.8  45.4  52.7  58.6  64.2  68.7  12 
19  0.0  0.0  0.0  0.0  0.0  0.0  26.0  36.1  44.6  51.8  56.0  63.4  13 
14  0.0  0.0  0.0  C.C  0.0  0.0  13.8  25.5  35.4  43.9  51.1  57.3  14 
If  0.0  0.0         0.0  0.0  0.0  0.0  0.0  13.5  25.0  34.8  43.3  50.5  IS 

16  0.0  0.0         0.0  0.0  0.0  0.0  0.0  0.0  13.3  24.6  34.4  42.7  16 

17  0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0  13.1  24.3  34.0  17 
16  0.0  0.0  0.0  0.0  0.0  O.C  0.0  0.0  0.0  0.0  12.9  24.0  18 
19  0.0  0.0         0.0  0.0  0.0  0.0  0.0  0.0        0.0         0.0  0.0  12.7  19 
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It 

19 

24.7 

34.6 

43.0 

50.4 

56.7 

62.3 

67.1 

71.2 

74.9 

78.0 

88.7 

94.2 

19 

20 

13.2 

24.5 

34.3 

42. e 

50.1 

56.5 

62.0 

66.8 

71.0 

74.7 

87.0 

93.3 

20 

21 

0.0 

13.1 

24.3 

34.1 

42.5 

49.9 

56.2 

61.6 

66.6 

70.8 

85.0 

92.3 

21 

22 

0.0 

0.0 

13.0 

24.2 

33.9 

42.3 

49.7 

56.0 

61  .6 

66.4 

82.8 

91.  1 

22 

23 

0.0 

0.0 

0.0 

12.9 

24.  1 

33.8 

42.2 

49.5 

55.9 

61  .4 

80.2 

89.8 

23 

24 

0.0 

0.0 

O.C 

CO 

12.8 

23.9 

33.6 

42.0 

49.3 

55.7 

77.3 

88.3 

24 

23 

0.0 

0.0 

0.0 

0.0 

0.0 

12.8 

23.8 

33.5 

41.9 

49.2 

74.0 

86.6 

25 

26 

0.0 

0.0 

O.J 

0.0 

u.O 

0.0 

12.7 

23.8 

33.4 

41.8 

70.2 

84.6 

26 

27 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

CO 

12.7 

23.7 

33.3 

65.8 

82.4 

27 

28 

0.0 

0.0 

0.0 

0.0 

0.0 

o.c 

0.0 

0.0 

12.6 

23.6 

60.8 

79.8 

28 

29 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

12.6 

55.2 

76.9 

29 

30 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

o.c 

0.0 

0.0 

48.7 

73.6 

30 

31 

0.0 

0.0 

o.c 

0.0 

CO 

0.0 

0.0 

0.0 

0.0 

0.0 

41.4 

69.8 

31 

32 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

33.0 

65.5 

32 

33 

0.0 

0.0 

0.0 

0.0 

0.0 

O.C 

0.0 

0.0 

0.0 

0.0 

23.4 

60.6 

33 

34 

0.0 

0.0 

0.0 

0.0 

o.O 

0.0 

0.0 

o.c 

0.0 

0.0 

12.5 

54.9 

34 

35 

0.0 

0.0 

0.0 

c.c 

0.0 

o.c 

0.0 

CO 

0.0 

0.0 

0.0 

48.5 

35 

36 

0.0 

0.0 

0.0 

CO 

0.0 

o.c 

0.0 

o.c 

0.0 

0.0 

0.0 

41.2 

36 

37 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

32.8 

37 

38 

0.0 

0.0 

0.0 

0.0 

0.0 

o.o 

0.0 

0.0 

0.0 

0.0 

0.0 

23.3 

38 

39 

0.0 

0.0 

0.0 

o.c 

0.0 

o.c 

0.0 

o.c 

c.c 

o.c 

0.0 

12.4 

39 
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nw. 


AGE 

AG€ 

OF 

ORK5INA 

OF 

10  A* 

2.0 

3.0 

5.0 

8.0 

10.0 

12.0 

15.0 

16. o 

17.0 

18.  0 

19.0 

20.0 

LOAM 

1 

53.3 

71.0 

85.0 

92.5 

94.9 

96.4 

97.  • 

98.1 

98.4 

98.6 

98.8 

98.9 

1 

2 

0.0 

37.9 

67.8 

84.0 

89.1 

92.3 

95.3 

95.9 

96.5 

97.0 

97.4 

97.7 

2 

3 

0.0 

0.0 

48.2 

74.3 

82.5 

87.6 

92.4 

93.4 

94.4 

95.1 

95.8 

96.4 

3 

4 

0.0 

0.0 

25.7 

63.1 

74.9 

82.3 

89.0 

90.6 

91.9 

93.0 

94.0 

94.8 

4 

9 

0.0 

0.0 

0.0 

50.4 

66.2 

76.1 

85.3 

87.4 

89.1 

90.6 

91.9 

93.0 

3 

6 

0.0 

0.0 

0.0 

35.8 

56.2 

69.1 

80.9 

83.6 

85.9 

87.9 

89.5 

90.9 

6 

7 

0.0 

0.0 

0.0 

19.1 

44.9 

61.1 

76.0 

79.4 

82.3 

84.7 

86.8 

88.6 

7 

f 

0.0 

0.0 

0.0 

0.U 

31.9 

51.9 

70.3 

74.5 

78.1 

81.1 

83.7 

85.9 

• 

9 

0.0 

0.0 

0.0 

0.0 

17.0 

41.4 

63.8 

69.0 

73.3 

77. C 

80.1 

82.8 

9 

10 

0.0 

0.0 

0.0 

0.0 

0.0 

29.4 

56.4 

62.6 

67.8 

72.3 

76.1 

79.3 

10 

11 

0.0 

0.0 

0.0 

0.0 

0.0 

15.7 

47.9 

55.3 

61.6 

66.9 

71.4 

75.3 

11 

12 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

38.3 

47.0 

54.4 

60.7 

66.1 

70.7 

12 

13 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

27.2 

37.5 

46.3 

53.7 

60.0 

65.4 

13 

14 

0.0 

0.0 

0.0 

0.0 

0.0 

O.C 

14.5 

26.7 

36.9 

45.6 

53.0 

59.4 

14 

IS 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

14.2 

26.2 

36.4 

45.1 

52.5 

19 

16 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

u.O 

14.0 

25.8 

36.0 

44.6 

16 

17 

o.c 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.8 

2  5.5 

35.6 

17 

18 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.6 

25.3 

18 

19 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.5 

19 

AGE 

AGE 

OF 

ORIGINAL 

OF 

LOAN 

21.0 

22.0 

23.0 

24.0 

25.0 

26.0 

27.0 

28. w 

29.0 

30.0 

35.0 

4U.0 

LOU 

1 

99.1 

99.2 

99.3 

9<;.4 

99.5 

99.  J 

99.6 

99.7 

99.7 

99.7 

99.9 

99.9 

1 

2 

98.0 

98.3 

98.5 

98.7 

98.9 

99.0 

99.2 

99.3 

99.4 

99.4 

99.7 

99.9 

2 

3 

96.9 

97.3 

97.6 

97.9 

98.2 

98.4 

98.6 

98.8 

99.0 

99.1 

99.5 

99.8 

3 

4 

95.5 

96.1 

96.6 

97.  w 

97.4 

97.8 

98.1 

98.3 

98.5 

98.7 

99.3 

99.7 

4 

S 

93.9 

94.7 

95.4 

96. C 

96.5 

97.0 

97.4 

97.7 

98.  0 

98.3 

99.1 

99.6 

5 

6 

92.1 

93.2 

94.1 

94.9 

95.5 

96.1 

96.6 

97.0 

97.4 

97.8 

98.9 

99.4 

6 

7 

90.1 

91.4 

92.5 

93.5 

94.4 

95.1 

9  5.7 

96.3 

96.8 

97.2 

98.6 

99.3 

7 

8 

87.8 

89.4 

90.8 

92.0 

93.0 

93.9 

94.7 

95.4 

96.0 

96.5 

98.2 

99.1 

8 

9 

85.1 

87.1 

88.8 

90.2 

91.5 

92.6 

93.6 

94.4 

95.1 

95.7 

97.8 

98.9 

9 

10 

82.1 

84.4 

86.5 

88.3 

89.8 

91.1 

92.3 

93.2 

94.1 

94.9 

97.4 

98.7 

10 

11 

78.6 

31.4 

83.9 

86.0 

87.8 

89.4 

90.7 

91.9 

93.0 

93.9 

96.9 

98.4 

11 

12 

74.6 

77.9 

80.8 

83.4 

85.5 

87.4 

89.0 

90.4 

91.7 

92.7 

96.3 

98.1 

12 

13 

70.0 

74.0 

77.4 

80.4 

82.9 

85.1 

87.1 

88.7 

90.2 

91.4 

95.7 

97.8 

13 

14 

64.8 

69.5 

73.5 

76.9 

79.9 

82.5 

84.8 

86.8 

88.5 

89.9 

94.9 

97.4 

14 

13 

58.8 

64.3 

69.0 

73. C 

76.5 

79.6 

82.2 

84.5 

86.5 

d8.2 

9  4.0 

97.0 

15 

16 

52.0 

58.4 

63.8 

68.6 

72.7 

76.2 

79.3 

81.9 

84.3 

86.3 

93.0 

96.5 

16 

17 

44.2 

51.6 

58.0 

63.5 

68.2 

72.3 

7  5.9 

79.0 

81.7 

84.0 

91.9 

95.9 

17 

18 

35.2 

43.8 

5  1.2 

57.6 

63.1 

67.  <; 

72.0 

75.6 

78.8 

81.5 

90.6 

95.2 

18 

19 

25.0 

35.0 

43.5 

50.9 

57.3 

62.8 

67.6 

71.8 

75.4 

78.6 

89.1 

94.5 

19 

20 

13.3 

24.8 

34.7 

43.3 

50.7 

57.0 

62.6 

67.4 

71.6 

75.2 

87.4 

93.6 

20 

21 

0.0 

13.2 

2  4.7 

34.5 

43. C 

50.4 

56.8 

62.4 

67.2 

71.4 

85.5 

92.6 

21 

22 

0.0 

0.0 

13.2 

24.5 

34.3 

42.8 

50.2 

56.6 

62.2 

67.0 

83.3 

91.5 

22 

23 

0.0 

0.0 

0.0 

13.  1 

24.4 

34.2 

42.7 

50.1 

56.5 

62.0 

80.6 

90.2 

23 

24 

0.0 

0.0 

0.0 

0.0 

13.0 

24.3 

34.1 

42.5 

49.9 

56.3 

77.9 

88.7 

24 

29 

0.0 

0.0 

0.0 

0.0 

0.0 

12.9 

24.2 

33.9 

42.4 

49.8 

74.6 

87.1 

25 

26 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

12.9 

24.1 

33.8 

42.3 

70.8 

85.1 

26 

27 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

12.8 

24.0 

33.7 

66.4 

82.9 

27 

28 

O.u 

0.0 

0.0 

0.0 

U.O 

0.0 

0.0 

U.O 

12.8 

24.0 

61.5 

80.4 

28 

29 

0.0 

0.0 

0.0 

0.0 

0.0 

O.C 

0.0 

O.C 

O.C 

12.8 

55.8 

77.5 

29 

3C 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

49.3 

74.2 

30 

31 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

41.9 

70.5 

31 

32 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

33.4 

66.1 

32 

33 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

23.8 

61.2 

33 

34 

0.0 

0.0 

0.0 

CO 

0.0 

O.C 

0.0 

0.0 

0.0 

0.0 

12.7 

55.6 

34 

39 

0.0 

0.0 

0.0 

c.c 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

49.1 

35 

16 

0.0 

0.0 

0.0 

0.0 

U.O 

0.0 

o.o 

0.0 

0.0 

0.0 

0.0 

41.7 

36 

37 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

O.C 

0.0 

0.0 

33.3 

37 

38 

0.0 

0.0 

0.0 

c.c 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

23.6 

38 

39 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

O.C 

0.0 

0.0 

0.0 

12.6 

39 

A- 204     Financing 


13%% 


REMAINING  BALANCE 

IN  PERCENT  OF  ORIGINAL  LOAN  AMOUNT 


133/4% 


AGE 

OF 

ORIGINAL  TERM  IN  YEARS 

AOE 

OF 

IDA* 

2.0 

3.0 

5.0 

8.0 

10.  0 

12. C 

15.0 

16.0 

17.0 

18.0 

19.0 

20.0 

1 04* 

1 

53.4 

71.1 

85.1 

92.6 

95.0 

96.5 

97.8 

98.1 

98.4 

98.6 

98.8 

99.0 

I 

2 

0.0 

38.0 

67.9 

84.2 

89.2 

92.4 

95.4 

96.0 

96.6 

97.1 

97.5 

97.8 

2 

3 

0.0 

0.0 

48.3 

74.5 

82.7 

87.8 

92.5 

93.6 

94.5 

95.3 

95.9 

96.5 

a 

♦ 

0.0 

0.0 

25.8 

63.3 

75.1 

82.5 

89.3 

90.8 

92.1 

93.2 

94.  1 

94.9 

4 

9 

0.0 

0.0 

0.0 

50.  t 

66.4 

76.4 

85.5 

87.6 

89.4 

90.8 

92.1 

93.2 

9 

1 

0.0 

0.0 

0.0 

j6.0 

56.5 

69.4 

81.2 

83.9 

86.2 

88.1 

89.8 

91.? 

6 

7 

0.0 

0.0 

0.0 

19.2 

45.1 

61.4 

76.3 

79.7 

82.6 

85.0 

87.1 

88.9 

7 

• 

CO 

0.0 

0.0 

0.0 

32.1 

52.2 

70.7 

74.9 

78.5 

81.5 

84.0 

86.2 

8 

9 

0.0 

0.0 

0.0 

0.0 

17.1 

41.7 

64.2 

69.4 

73.7 

77.4 

80.5 

83.2 

9 

to 

0.0 

0.0 

0.0 

0.0 

0.0 

29.7 

56.8 

63.  C 

68.3 

72.7 

76.5 

79.7 

10 

It 

0.0 

0.0 

0.0 

0.0 

0.0 

15.8 

48.3 

55.8 

62.0 

67.3 

71.8 

75.7 

11 

I? 

0.0 

0.0 

0.0 

c.c 

0.0 

0.0 

38.6 

47.4 

54.9 

61.2 

66.5 

71.1 

12 

13 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

27.4 

37.9 

46.7 

54.1 

60.5 

65.9 

13 

14 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

14.6 

26.9 

37.3 

46.0 

53.5 

59.8 

14 

19 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

14.4 

26.5 

36.8 

45.5 

52.9 

19 

16 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

O.C 

14.1 

26.1 

36.3 

45.0 

14 

17 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

14.0 

25.8 

36.0 

17 

U 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.8 

25.6 

18 

19 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.6 

19 

ACE 

A0€ 

OF 

ORIGINAI      : 

Of 

LOAN 

21.0 

22.0 

23.0 

24.0 

25.0 

26.0 

27.0 

28.0 

29.0 

30.0 

35.0 

4j. 0 

LCA 

1 

99.1 

99.2 

99.3 

99.4 

99.5 

99.6 

99.6 

99.7 

99.7 

99.8 

99.9 

99.9 

1 

2 

98.1 

98.4 

98.6 

98.8 

98.9 

99.1 

99.2 

99.3 

99.4 

99.5 

99.7 

99.9 

2 

3 

97.0 

97.4 

97.7 

98.0 

98.3 

98.5 

98.7 

98.9 

99.0 

99.1 

99.6 

99.8 

3 

4 

95.6 

96.2 

96.7 

97.2 

97.5 

97.9 

98.1 

98.4 

98.6 

98.8 

99.4 

99.7 

4 

9 

94.1 

94.9 

95.6 

96.2 

96.7 

97.1 

97.5 

97.8 

98.1 

98.3 

99.2 

99.6 

5 

6 

92.4 

93.4 

94.3 

95.0 

95.7 

96.3 

96.7 

97.2 

97.5 

97.9 

98.9 

99.5 

6 

7 

90.4 

91.7 

92.8 

93.7 

94.6 

95.3 

95.9 

96.4 

96.9 

97.3 

98.6 

99.3 

7 

8 

88.1 

89.7 

91.1 

92.2 

93.3 

94.2 

94.9 

95.6 

96.2 

96.7 

98.3 

99.2 

8 

9 

85.5 

87.4 

89.1 

90.5 

91.8 

92.9 

93.8 

94.6 

95.3 

95.9 

98.0 

99.0 

9 

10 

82.4 

84.8 

86.8 

88.6 

90.1 

91.4 

92.5 

93.5 

94.  3 

95.1 

97.5 

98.8 

10 

11 

79.0 

81.8 

84.2 

86.3 

88.1 

89.7 

9  1.0 

92.2 

93.2 

94.1 

97.1 

98.5 

U 

12 

75.0 

78.4 

81.3 

83.8 

85.9 

87.8 

89.4 

90.8 

92.  U 

93.0 

96.5 

98.2 

12 

13 

70.5 

74.5 

77.9 

80.8 

83.3 

85.5 

87.4 

89.1 

90.5 

91.7 

95.9 

97.9 

13 

14 

65.3 

70.0 

74.0 

77.4 

80.4 

83.0 

85.2 

87.1 

88.8 

90.3 

95.1 

97.6 

14 

15 

59.3 

64.8 

69.5 

73.5 

77.0 

80.1 

82.7 

84.9 

86.9 

88.6 

94.3 
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•si  "  TuT 

QF  ORIGINAL  TERM  IN  YEARS  & 

IQ6M  2.0         3.0  5.0  8.C  10.0  12.0  15.0  16.0  17.0  18.0  19.0  20.0  LOAM 

1  53.5  71.2  85.1  92.7  95.1  96.5  97.9  96.2  98.5  96.7  96.9  99.0  I 

I  0.0  38.1  68.1  84.3  89.4  92.6  95.5  96.1  96.7  97.1  97.5  97.9  2 

3  0.0         0.0  48.5  74.7  62.9  88.0  92.7  93.7  94.6  95.4  96.0  96.6  1 

4  0.0         0.0  25.9  63.6  75.3  82.7  89.5  91. C  92.3  93.4  94.3  95.1  4 
9  0.0        0.0  0.0  50.8  66.7  76.7  85.6  87.6  89.6  91.1  92.3  93.4  9 

6  0.0         0.0  0.0  36.2  56.8  69.7  81.5  84.2  86.5  86.4  90.0  91.4  6 

?  0.0        0.0  0.0  19.3  45.4  61.8  76.7  80.1  82.9  85.3  87.4  89.1  ? 

•  0.0         0.0  0.0  0.0  32.3  52.6  71.1  75.3  78.8  81.8  84.4  66.5  9 

9  0.0        0.0  0.0  0.0  17.3  42.0  64.6  69.8  74.1  77.8  80.9  83.5  9 

10  0.0         0.0  0.0  0.0  0.0  29.9  57.2  63.5  68.7  73.1  76.9  60.1  10 

11  0.0        0.0  0.0  0.0  0.0  16.0  48.7  56.2  62.5  67.6  72.3  76.1  11 

12  0.0  0.0  0.0  0.0  0.0  0.0  39.0  47.9  55.3  61.6  67.0  71.6  12 
I)  0.0  0.0  0.0  0.0  0.0  0.0  27.7  38.3  47.1  54.6  60.9  66.4  IS 
14  0.0  0.0  0.0  0.0  0.0  0.0  14.8  27.2  37.7  46.5  54.0  60.3  14 
19  0.0        0.0  0.0  0.0  0.0  0.0  0.0  14.6  26.8  37.2  46.0  53.4  19 

16  0.0        0.0  0.0  CO  0.0  0.0  0.0         0.0  14.3  26.5  36.7  45.5  16 

17  0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0  14.1  26.2  36.4  17 
10  0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0  14.0  25.9  10 
19  0.0        0.0  0.0  0.0  0.0  0.0  0.0         0.0  0.0  0.0  0.0  13.8  10 
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97.0 

16 

17 

45.6 

53.1 

59.5 

65.1 

69.8 

73.9 

77.4 

60.5 

83.1 

85.4 

92.6 

96.5 

17 

li 

36.5 

45.3 

52.8 

59.2 

64.8 

69.5 

73.7 

77.2 

80.3 

82.9 

91.6 

95.9 

18 

19 

26.0 

36.2 

45.0 

52.5 

59.0 

64.5 

69.3 

73.4 

77.0 

80.1 

90.3 

95.2 

19 

29 

13.9 

25.8 

36.0 

44.7 

52.3 

58.7 

64.3 

69.  1 

73.3 

76.8 

88.7 

94.4 

20 

21 

0.0 

13.8 

25.6 

35.8 

44.5 

52. C 

58.5 

64.1 

68.9 

73.1 

66.8 

93.5 

21 

12 

0.0 

0.0 

13.7 

25.5 

35.6 

44.4 

51.9 

58.4 

63.9 

68.8 

84.7 

92.5 

zz 

23 

0.0 

0.0 

0.0 

13.6 

25.4 

35.5 

44.2 

51.7 

58.2 

63.6 

82.3 

91.3 

23 

29 

0.0 

0.0 

0.0 

0.0 

13.6 

25.3 

35.4 

44.  1 

51.6 

58.1 

79.5 

89.9 

24 

29 

0.0 

0.0 

0.0 

CO 

0.0 

13.5 

25.2 

35.3 

44.0 

51.5 

76.3 

86.4 

23 

24 

0.0 

0.0 

0.0 

0.0 

u.O 

0.0 

13.5 

25.1 

35.2 

43.9 

72.6 

66.5 

26 

27 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.4 

25. r 

35.1 

68.3 

84.4 

27 

28 

0.0 

0.0 

0.0 

CO 

0.0 

0.0 

CO 

0.0 

13.4 

25.0 

63.3 

82.0 

29 

29 

0.0 

0.0 

0.0 

CO 

0.0 

0.0 

0.0 

0.0 

0.0 

13.4 

57.6 

79.2 

29 

30 

0.0 

0.0 

0.0 

CO 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

51.1 

76.0 

30 

31 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

O.C 

0.0 

0.0 

43.5 

72.3 

31 

32 

0.0 

0.0 

0.0 

c.c 

0.0 

o.c 

0.0 

0.0 

0.0 

0.0 

34.8 

66.0 

32 

33 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

CO 

0.0 

0.0 

0.0 

24.6 

63.1 

33 

34 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.6 

0.0 

0.0 

13.3 

57.4 

34 

39 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

9.0 

50.9 

35 

39 

0.0 

0.0 

0.0 

CO 

0.0 

o.c 

0.0 

0.0 

0.0 

0.0 

0.0 

*3.4 

39 

37 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

34.7 

37 

39 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

24.7 

38 

34 

0.0 

0.0 

0.0 

CO 

0.0 

0.0 

0.0 

o.c 

0.0 

0.0 

0.0 

13.2 

34 
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A6f 

A4C 

Of 

ORIGINAI 

OF 

LOfiN 

2.0 

3.0 

5.0 

e.o 

10.0 

12. C 

15.0 

16.0 

17.0 

18.0 

19.0 

20.0 

LOAN 

1 

$3.6 

71.3 

85.3 

92.8 

95.2 

96.7 

98.0 

98.3 

98.5 

98.7 

98.9 

99.  1 

I 

2 

CO 

38.2 

68.4 

84. t 

89.6 

92.6 

95.7 

96.3 

96.8 

97.3 

97.7 

98.0 

2 

9 

0.0 

0.0 

18.8 

75. C 

83.2 

88.3 

9  3.0 

94.0 

94.9 

95.6 

96.3 

96.8 

3 

4 

0.0 

0.0 

26.1 

64.0 

75.8 

83.2 

89.9 

91.4 

92.6 

93.7 

94.6 

95.4 

4 

5 

0.0 

0.0 

0.0 

51.3 

67.3 

77.2 

86.3 

88.3 

90.0 

91.5 

92.7 

93.7 

9 

6 

0.0 

CO 

o.: 

36. fc 

57.4 

70.4 

82.1 

84.6 

87.0 

88.9 

90.5 

91.8 

6 

7 

0.0 

0.0 

0.0 

19.6 

*6.0 

62.4 

77.3 

80.7 

83.5 

85.9 

88.0 

89.7 

7 

0 

0.0 

0.0 

0.0 

0.0 

32.8 

53.3 

71.8 

76.0 

79.5 

82.5 

85.0 

87.1 

8 

9 

0.0 

0.0 

O.vi 

0.0 

17.6 

42.7 

65.4 

70.6 

74.9 

78.5 

81.6 

64.2 

9 

to 

0.0 

CO 

CO 

C.C 

w.C 

30.4 

58.0 

64.3 

69.5 

/4.v 

77.7 

8C9 

10 

I! 

0.0 

0.0 

0.0 

CO 

0.0 

16.3 

49.5 

57.0 

63.3 

68.7 

73.2 

77.0 

11 

II 

0.0 

0.0 

0.0 

CO 

0.0 

O.C 

39.7 

48.7 

56.2 

62.6 

67.9 

72.5 

12 

13 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

28.3 

39.0 

47.9 

55.5 

61.9 

67.3 

13 

i* 

3.0 

c.c 

o.c 

Cvl 

:  .c 

O.C 

15.2 

27.8 

36.4 

47.3 

54.9 

61.3 

14 

is 

CO 

0.0 

0.0 

0.0 

CO 

0.0 

0.0 

14.9 

27.4 

37.9 

46.6 

54.4 

1» 

16 

0.0 

0.0 

0.0 

o.c 

0.0 

0.0 

0.0 

O.u 

14.7 

27.1 

37.5 

46.4 

16 

17 

0.0 

0.0 

O.J 

0.0 

0.0 

0.0 

0.0 

O.C 

0.0 

14.5 

26.6 

37.2 

17 

♦a 

CO 

o.c 

c. 

C  .  ; 

: .c 

o.c 

0.0 

O.c 

O.C 

0.0 

14.3 

26.5 

18 

19 

0.0 

0.0 

0.0 

0.0 

0.0 

o.c 

0.0 

0.0 

0.0 

0.0 

0.0 

14.2 

19 

AC€ 

AGE 

Of 

ORIGINAI 

Of 

tO  AN 

21.0 

22.0 

23.0 

24.0 

25.0 

26. C 

27.0 

28.0 

29.0 

30. o 

35. o 

40.0 

I  GAM 

1 

99.2 

99.3 

99.4 

99.5 

99.6 

99.6 

99.7 

99.7 

99.8 

99.8 

99.9 

lv/0.0 

1 

2 

98.3 

98.5 

98.7 

98.9 

99.  1 

99.2 

99.3 

99.4 

99.5 

99.6 

99.8 

99.9 

2 

3 

97.2 

97.6 

98.0 

98.2 

98.5 

98.7 

98.9 

99. C 

99.2 

99.3 

99.6 

99.8 

3 

4 

96.0 

96.6 

97.1 

97.5 

97.8 

98.1 

98.4 

98.6 

98.8 

99.0 

99.5 

99.6 

4 

3 

91.6 

95.4 

96.0 

96.6 

97.0 

97.5 

97.8 

98.1 

98.4 

98.6 

99.3 

99.7 

5 

6 

93.0 

94.0 

94.8 

95.5 

96.2 

96.7 

97.1 

97.5 

97.9 

98.2 

99.  1 

99.  6 

6 

7 

91.1 

92.4 

93.4 

94.3 

95.1 

95.8 

96.4 

96.9 

97.3 

97.7 

98.9 

99.5 

7 

8 

89.0 

90.5 

91.8 

93.0 

93.9 

94.8 

95.5 

96.1 

96.6 

97.1 

98.6 

99.3 

8 

9 

36.5 

38.4 

90.0 

91.4 

92.6 

93.6 

94.5 

95.2 

95.9 

96.4 

98.3 

99.2 

9 

*& 

83.6 

35.9 

87.8 

89.5 

91.0 

92.2 

93.3 

94.2 

95.0 

95.7 

97.9 

99.  0 

IC 

11 

30.2 

83.0 

85.4 

87.4 

89.1 

90.6 

91.9 

93.0 

94.0 

91.8 

97.5 

98.8 

11 

U 

76.4 

79.7 

82.5 

84.9 

87.0 

88.8 

90.3 

91.7 

92.8 

93.8 

97.0 

98.5 

12 

13 

71.9 

75.9 

79.2 

82.1 

81.6 

80.7 

88.5 

90.  1 

91.4 

92.6 

96.4 

98.3 

13 

19 

66.8 

71.4 

75.4 

78.8 

81.7 

84.2 

86.4 

88.3 

89.9 

91.2 

95.8 

97.9 

14 

15 

60.8 

66.3 

71.0 

75.0 

78.5 

81.4 

84.0 

86.2 

88.1 

39.7 

95.0 

97.6 

15 

16 

54.0 

60.4 

65.9 

70.7 

74.7 

78.2 

81.2 

83.7 

86.0 

87.9 

94.1 

97.2 

16 

17 

46.0 

53.6 

60.1 

65.6 

7..  3 

74.4 

77.9 

8C.9 

83.5 

85.8 

93.1 

9o.7 

17 

18 

36.9 

45.7 

5  3.3 

59.8 

65.3 

70.1 

74.2 

77.7 

80.7 

83.4 

92.0 

96.1 

18 

19 

26.3 

36.6 

15.5 

53.0 

59.5 

65.1 

69.9 

74.0 

77.5 

80.6 

90.6 

95.5 

19 

20 

14.1 

26.1 

36.4 

45.2 

52.8 

59.3 

64.9 

69.7 

73.8 

77.4 

89.1 

94.7 

20 

21 

CO 

14.0 

26.0 

36.2 

45. t 

52.6 

59.1 

64.7 

69.5 

73.6 

87.3 

93.8 

21 

22 

CO 

CO 

13.9 

25.9 

36.1 

44.9 

52.4 

58.9 

64.5 

69.3 

85.2 

92.8 

22 

23 

CO 

0.0 

0.0 

13.9 

25.7 

35.9 

44.7 

52.3 

58.8 

04.4 

82.8 

91.7 

23 

24 

0.0 

0.0 

0.0 

0.0 

13.8 

25.6 

35.8 

44.6 

52.2 

58.7 

80.0 

90.3 

24 

25 

0.0 

0.0 

0.0 

CO 

0.0 

13.7 

25.6 

35.7 

44.5 

52.0 

76.8 

88.8 

25 

26 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.7 

25.5 

35.6 

44.4 

73.  1 

87.0 

26 

27 

CO 

0.0 

0.0 

CO 

CO 

O.C 

0.0 

13.7 

25.4 

35.6 

68.9 

84.9 

27 

28 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.6 

25.4 

63.9 

82.5 

28 

29 

0.0 

0.0 

0.0 

CO 

0.0 

CO 

0.0 

O.C 

0.0 

.3.6 

58.3 

79.8 

29 

30 

0.0 

o.c 

o.c 

c.c 

:.o 

0.0 

0.0 

O.C 

CO 

0.0 

51.7 

76.6 

30 

31 

0.0 

0.0 

0.0 

CO 

0.0 

0.0 

0.0 

0.0 

0.0 

CO 

44.  1 

72.9 

31 

32 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

35.3 

68.6 

32 

33 

0.0 

0.0 

0.0 

CO 

CO 

0.0 

0.0 

0.0 

O.C 

O.C 

25.2 

63.7 

33 

34 

0.0 

CO 

o.c 

o.c 

0.0 

o.c 

0.0 

CO 

0.0 

CO 

13.5 

58.1 

34 

33 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

CO 

51.5 

35 

36 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

43.9 

36 

37 

0.0 

0.0 

0.0 

o.c 

CO 

0.0 

0.0 

CO 

o.c 

CO 

CO 

35.2 

37 

38 

0.0 

0.0 

0.0 

CO 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

25.1 

30 

39 

CO 

CO 

0.0 

CO 

0.0 

o.c 

0.0 

0.0 

CO 

0.0 

0.0 

13.5 

39 
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4G€ 

•  Of 

Of 

ORIGINA 

Of 

LOAN 

2.C 

3.0 

5.C 

8.0 

*«.o 

12. C 

15.0 

16.0 

17.0 

18.0 

19.0 

20.0 

LOAN 

I 

53.7 

71.4 

85.4 

92.9 

95.3 

96.7 

98.0 

98.3 

98.6 

98.8 

99.0 

99.  1 

1 

2 

0.0 

38.3 

68.5 

8*. 7 

89.8 

92.9 

95.7 

96.4 

96.9 

97.4 

97.8 

98.1 

2 

3 

0.0 

0.0 

40.9 

75.2 

83.4 

88.5 

93.1 

94.1 

95.0 

95.7 

96.4 

96.9 

3 

4 

o.c 

o.c 

£6.2 

64.3 

76.1 

83.4 

90.0 

91.6 

92.8 

93.9 

94.8 

95.5 

4 

I 

0.0 

0.0 

0.0 

51.5 

67.5 

77.5 

86.5 

88.5 

90.2 

91.7 

92.9 

93.9 

5 

6 

0.0 

0.0 

o.u 

36.8 

57.7 

70.7 

82.4 

85.1 

87.3 

89.1 

90.7 

92.1 

6 

7 

0.0 

0.0 

0.0 

19.7 

46.3 

62.8 

77.7 

81.0 

83.8 

86.2 

88.2 

89.9 

7 

• 

0.0 

o.c 

o.c 

C.c 

33.0 

53.6 

72.2 

76.4 

79.9 

82.8 

85.3 

87.4 

8 

9 

0.0 

0.0 

0.0 

0.0 

17.7 

43.0 

65.8 

71.0 

75.3 

78.9 

82.0 

84.6 

9 

10 

0.0 

0.0 

0.0 

0.0 

0.0 

30.7 

58.4 

64.7 

69.9 

74.4 

78.1 

81.2 

10 

tt 

0.0 

0.0 

0.0 

0.0 

0.0 

16.5 

49.9 

57.5 

63.8 

69.1 

73.6 

77.4 

ii 

12 

0.0 

o.c 

c.c 

c.c 

0.0 

0.0 

40.0 

49.1 

56.6 

63.0 

68.4 

72.9 

12 

13 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

28.6 

39.3 

48.4 

55.9 

62.3 

67.8 

13 

14 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

15.3 

28.1 

38.8 

47.8 

55.4 

61.8 

14 

15 

0.0 

0.0 

0.0 

0.0 

0.0 

O.C 

0.0 

15.1 

27.7 

38.3 

47.3 

54.9 

13 

16 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

14.9 

27.4 

37.9 

46.9 

16 

17 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

14.7 

27.  1 

37.6 

17 

18 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

14.5 

26.8 

10 

14 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

14.4 

14 

ASf 

AOf 

Of 

ORIGINAL 

Of 

10AN 

21  .0 

22.0 

23. C 

24. C 

25.0 

26. C 

27.0 

28.0 

29.0 

30.0 

35.0 

40.0 

LOAN 

I 

99.2 

99.3 

99.4 

99.5 

99.6 

99.6 

99.7 

99.7 

99.8 

99.8 

99.9 

100.0 

I 

2 

98.4 

98.6 

98.8 

9S.O 

99.1 

99.2 

99.3 

99.4 

99.5 

99.6 

99.8 

99.9 

2 

3 

97.3 

97.7 

98.0 

98.3 

98.5 

98.8 

98.9 

99.1 

99.2 

99.3 

99.7 

99.8 

3 

4 

96.2 

96.7 

97. £ 

97.6 

97.9 

98.2 

98.4 

98.7 

99.8 

99.0 

99.5 

99.8 

4 

5 

94.8 

95.5 

96.2 

96.7 

97.2 

97.6 

97.9 

98.2 

98.4 

98.7 

99.4 

99.7 

5 

6 

93.2 

94.2 

95.0 

95.7 

96.3 

96.8 

97.3 

97.6 

98.  u 

98.2 

99.2 

99.6 

6 

7 

91.4 

92.6 

93.6 

94.5 

95.3 

96.0 

96.5 

97. C 

97.4 

97.8 

98.9 

99.5 

7 

8 

89.2 

90.8 

92.1 

93.2 

94.1 

95. C 

95.7 

96.3 

96.8 

97.2 

98.7 

99.4 

8 

9 

86.8 

88.7 

90.3 

91.6 

92.8 

93.8 

94.7 

95.4 

96.0 

96.6 

98.4 

99.2 

9 

10 

83.9 

86.2 

88.2 

89.8 

91.2 

92.5 

93.5 

94.4 

95.2 

95.8 

98.0 

99.1 

10 

11 

80.6 

83.4 

85.7 

87.7 

89.4 

90.9 

92.2 

93.3 

94.2 

95.0 

97.6 

98.9 

11 

42 

76.8 

80.1 

82.9 

85.3 

87.4 

89.1 

90.6 

91.9 

93.  1 

94.0 

97.1 

98.6 

12 

13 

72.4 

▼6.3 

79.6 

82.5 

85.0 

87.1 

88.9 

90.4 

91.7 

92.9 

96.6 

98.4 

13 

14 

67.3 

71.9 

75.9 

79.  3 

82.2 

84.7 

86.8 

88.6 

9v.2 

91.5 

96.0 

98.1 

14 

13 

61.3 

66.8 

71.5 

75.5 

78.9 

81.9 

84.4 

86.6 

88.4 

9C.0 

95.2 

97.7 

15 

16 

54.5 

60.9 

66.4 

71.2 

75.2 

78.6 

81.6 

84.2 

86.4 

38.2 

94.4 

97.3 

16 

17 

46.5 

54.1 

60.6 

66.1 

70.9 

74.9 

78.4 

81.4 

84.0 

86.2 

93.4 

96.8 

17 

10 

37.3 

46.2 

53.8 

60.3 

65.8 

70.6 

74.7 

70.2 

81.2 

83.8 

92.3 

96.3 

10 

19 

26.6 

37.0 

45.9 

53.5 

60.0 

65.6 

7C.4 

74.5 

78.0 

81.1 

91.0 

95.7 

19 

20 

14.3 

26.5 

36.8 

45.7 

53.3 

59.8 

65.4 

70.2 

74.3 

77.9 

89.4 

94.9 

20 

21 

0.0 

14.2 

26.3 

36.7 

45.5 

53.1 

59.6 

65.2 

70.0 

74.2 

87.7 

94.1 

21 

22 

0.0 

0.0 

14.1 

26.2 

36.5 

45.4 

53.0 

59.5 

65.1 

69.9 

85.6 

93.  1 

22 

23 

0.0 

0.0 

0.0 

14.0 

26.1 

36.4 

45.2 

52.8 

59.3 

65.0 

83.3 

92.0 

23 

24 

0.0 

0.0 

0.0 

O.C 

14.0 

26  .C 

36.3 

45.1 

52.7 

59.2 

80.5 

90.7 

24 

23 

0.0 

0.0 

0.0 

CO 

0.0 

13.9 

25.9 

36.2 

45.0 

52.6 

77.4 

89.2 

25 

26 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.9 

25.8 

36.1 

44.9 

73.7 

87.4 

26 

27 

0.0 

0.0 

0.0 

0.0 

v.O 

O.C 

0.0 

13.8 

25.8 

36.0 

69.5 

85.4 

27 

20 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.8 

25.7 

64.5 

83.0 

20 

24 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.8 

58.8 

80.3 

29 

30 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

52.2 

77.1 

30 

31 

0.0 

o.c 

o.c 

c.c 

o.c 

O.C 

0.0 

o.c 

0.0 

0.0 

44.6 

73.5 

31 

32 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

35.8 

69.2 

32 

33 

0.0 

0.0 

0.0 

c.c 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

25.5 

64.3 

33 

34 

0.0 

0.0 

0.0 

o.o 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

13.7 

58.7 

34 

33 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

o.c 

O.C 

52.1 

35 

36 

0.0 

0.0 

0.0 

o.c 

0.0 

O.C 

0.0 

0.0 

0.0 

0.0 

0.0 

44.5 

36 

3? 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

35.7 

37 

30 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

25.5 

36 

36 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

0.0 

O.C 

o.c 

o.c 

0.0 

13.6 

36 
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INCOME  CONVERSION 


HOUR 

WEEK 

MONTH 

YEAR 

HOUR 

WEEK 

MONTH 

YEAR 

4.00 

160.00 

693.33 

8320.00 

17.00 

680.00 

2946.67 

35360.00 

4.25 

170.00 

736.67 

8840.00 

17.25 

690.00 

2990.00 

35880.00 

4.50 

180.00 

780.00 

9360.00 

17.50 

700.00 

3033.33 

36400.00 

4.75 

190.00 

823.33 

9880.00 

17.75 

710.00 

3076.67 

36920.00 

5.00 

200.00 

866.67 

10400.00 

18.00 

720.00 

3120.00 

37440.00 

5.25 

210.00 

910.00 

10920.00 

18.25 

730.00 

3163.33 

37960.00 

5.50 

220.00 

953.33 

11440.00 

18.50 

740.00 

3206.67 

38480.00 

5.75 

230.00 

996.67 

11960.00 

18.75 

750.00 

3250.00 

39000.00 

6.00 

240.00 

1040.00 

12480.00 

19.00 

760.00 

3293.33 

39520.00 

6.25 

250.00 

1083.33 

13000.00 

19.25 

770.00 

3336.6/ 

40040.00 

6.50 

260.00 

1126.67 

13520.00 

19.50 

780.00 

3380.00 

40560.00 

6.75 

270.00 

1170.00 

14040.00 

19.75 

790.00 

3423.33 

41080.00 

7.00 

280.00 

1213.33 

14560.00 

20.00 

800.00 

3466.67 

41600.00 

7.25 

290.00 

1256.67 

15080.00 

20.25 

810.00 

3510.00 

42120.00 

7.50 

300.00 

1300.00 

15600.00 

20.50 

820.00 

3553.33 

42640.00 

7.75 

310.00 

1343.33 

16120.00 

20.75 

830.00 

3596.67 

43160.00 

8.00 

320.00 

1386.67 

16640.00 

21.00 

840.00 

3640.00 

43680.00 

8.25 

330.00 

1430.00 

17160.00 

21.25 

850.00 

3683.33 

44200.00 

8.50 

340.00 

1473.33 

17680.00 

21.50 

860.00 

3726.67 

44720.00 

8.75 

350.00 

1516.67 

18200.00 

21.75 

870.00 

3770.00 

45240.00 

9.00 

360.00 

1560.00 

18720.00 

22.00 

880.00 

3813.33 

45760.00 

9.25 

370.00 

1603.33 

19240.00 

22.25 

890.00 

3856.67 

46280.00 

9.50 

380.00 

1646.67 

19760.00 

22.50 

900.00 

3900.00 

46800.00 

9.75 

390.00 

1690.00 

20280.00 

22.75 

910.00 

3943.33 

47320.00 

10.00 

400.00 

1733.33 

20800.00 

23.00 

920.00 

3986.67 

47840.00 

10.25 

410.00 

1776.67 

21320.00 

23.25 

930.00 

4030.00 

48360.00 

10.50 

420.00 

1820.00 

21840.00 

23.50 

940.00 

4073.33 

48880.00 

10.75 

430.00 

1863.33 

22360.00 

23.75 

950.00 

4116.67 

49400.00 

11.00 

440.00 

1906.67 

22880.00 

24.00 

960.00 

4160.00 

49920.00 

11.25 

450.00 

1950.00 

23400.00 

24.25 

970.00 

4203.33 

50440.00 

11.50 

460.00 

1993.33 

23920.00 

24.50 

980.00 

4246.67 

50960.00 

11.75 

470.00 

2036.67 

24440.00 

24.75 

990.00 

4290.00 

51480.00 

12.00 

480.00 

2080.00 

24960.00 

25.00 

1000.00 

4333.33 

52000.00 

12.25 

490.00 

2123.33 

25480.00 

25.25 

1010.00 

4376.67 

52520.00 

12.50 

500.00 

2166.67 

26000.00 

25.50 

1020.00 

4420.00 

53040.00 

12.75 

510.00 

2210.00 

26520.00 

25.75 

1030.00 

4463.33 

53560.00 

13.00 

520.00 

2253.33 

27040.00 

26.00 

1040.00 

4506.67 

54080.00 

13.25 

530.00 

2296.67 

27560.00 

26.25 

1050.00 

4550.00 

54600.00 

13.50 

540.00 

2340.00 

28080.00 

26.50 

1060.00 

4593.33 

55120.00 

13.75 

550.00 

2383.33 

28600.00 

26.75 

1070.00 

4636.67 

55640.00 

14.00 

560.00 

2426.67 

29120.00 

27.00 

1080.00 

4680.00 

56160.00 

14.25 

570.00 

2470.00 

29640.00 

27.25 

1090.00 

4723.33 

56680.00 

14.50 

580.00 

2513.33 

30160.00 

27.50 

1100.00 

4766.67 

57200.00 

14.75 

590.00 

2556.67 

30680.00 

27.75 

1110.00 

4810.00 

57720.00 

15.00 

600.00 

2600.00 

31200.00 

28.00 

1120.00 

4853.33 

58240.00 

15.25 

610.00 

2643.33 

31720.00 

28.25 

1130.00 

4896.67 

58760.00 

15.50 

620.00 

2686.67 

32240.00 

28.50 

1140.00 

4940.00 

59280.00 

15.75 

630.00 

2730.00 

32760.00 

28.75 

1150.00 

4983.33 

59800.00 

16.00 

640.00 

2773.33 

33280.00 

29.00 

1160.00 

5026.67 

60320.00 

16.25 

650.00 

2816.67 

33800.00 

29.25 

1170.00 

5070.00 

60840.00 

16.50 

660.00 

2860.00 

34320.00 

29.50 

1180.00 

5113.33 

61360.00 

16.75 

670.00 

2903.33 

34840.00 

29.75 

1190.00 

5156.67 

61880.00 
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.  _  EQUITY  BUILD-UP  m  _ 

15  IN  PERCENT  OF  ORIGINAL  LOAN  AMOUNT  1 5 


YEAR  TERM 

FOR 

FIRST  15 

YEARS 

YEAR  TERM 

YEAR 

AiwmmI 

Cum. 

Amwd 

Gun. 

Annwd 

Com. 

Amtud 

Cum. 

% 

% 

% 

% 

% 

% 

% 

% 

8%  In*. 

8'/«%  Int. 

•%%  Int. 

8%%  Int. 

1 

3.598 

3.598 

3.52  3 

3.523 

3.**9 

3.**9 

3.377 

3.377 

2 

3.896 

7.494 

3.825 

7.348 

3.75* 

7.203 

3.68* 

7.061 

3 

4.220 

11.714 

*.153 

11.500 

*.086 

11.289 

4.020 

11.081 

* 

♦  .570 

16.28* 

4.508 

16.009 

*.**7 

15.736 

4.386 

15.467 

5 

*.9*S 

21.234 

*.895 

20.903 

4.040 

20.57b 

%.786 

20.253 

6 

5.360 

26.59* 

5.31* 

26.218 

5.268 

25.8** 

5.222 

25.474 

7 

5.805 

32.399 

5.770 

31.987 

5.734 

31.578 

5.697 

31.171 

6 

6.287 

38.686 

6.26* 

38.251 

6.240 

37.618 

6.216 

37.388 

9 

6.809 

45.*95 

6.801 

45.052 

6.792 

**.610 

6.783 

**.170 

10 

7.37* 

52.869 

7.38* 

52.435 

7.392 

52.003 

7.400 

51.571 

11 

7.986 

60.855 

8.016 

60.*52 

8.0*6 

60.0*8 

8.075 

59.6*5 

12 

9.6*9 

69.503 

8.703 

69.155 

8.757 

68.805 

8.810 

68.*55 

13 

9.36? 

78.870 

9.449 

78.60* 

9.531 

78.336 

9.613 

78.068 

14 

10.144 

89.01* 

10.259 

88.862 

10.373 

88.710 

10.488 

88.556 

15 

10.986 

IOC. 000 

11.138 

100. COO 

11.2  90 

100. C0J 

11.444 

100. ooo 

9%  Int. 

3.305  3.305 

3.615  6.921 

3.955  10.875 

4.326  15.201 

*.731  19.9  32 

5.175  25.107 

5.661  30.768 

6.192  36.959 

6.772  *3.732 

7.*08  51.139 

8.103  59.2*2 

8.863  68.105 

9.69*  77.799 

10.603  88.*02 

11.598  100.000 

10%  Int. 


1 

3.032 

3.032 

2 

3.3*9 

6.381 

3 

3.700 

10.081 

* 

4.087 

1*.168 

5 

*.515 

18.683 

6 

4.988 

23.671 

7 

5.510 

29.182 

8 

6.087 

35.269 

9 

6.72  5 

♦1.99* 

10 

7.*29 

*9.*23 

11 

8.207 

57.630 

12 

9.066 

66.697 

13 

10.016 

76.712 

I* 

11.065 

87.777 

15 

12.223 

100.000 

11%  Int. 

1 

2.776 

2.776 

2 

3.098 

5.87% 

3 

3.456 

9.33W 

12 

13 
I* 
15 


3.(56  13.186 

*.  302  17.*86 

*.800  22.289 

5.356  27.6** 

5.975  33.619 

6.667  *0.286 

7.438  *7.72* 

6.299  56.023 

9.259  65.283 

10.331  75.61* 

11.526  67.1*0 

12.660  lOo.oOO 


9V4%  Int. 

3.235  3.235 

3.547  6.763 

3.890  10.673 

4.265  14.938 

4.677  19.615 

5.128  24.743 

5.624  30.367 

6.166  36.533 

6.762  43.295 

7.414  50.709 

8.130  56.639 

8.915  67.753 

9.775  77.528 

10.719  88.247 

11.753  100. COO 

I0V4%  Int. 

2.966  2.966 

3.265  6.251 

3.638  9.889 

*.029  13.918 

*.*62  18.360 

*.9*1  23.321 

5.*72  26.793 

6.060  3*. 853 

6.711  *1.56* 

7.*32  *8.997 

8.231  57.228 

9.U6  66.3** 

10.095  76.*39 

11.160  87.619 

12.381  100.000 

ll'/4%lnt. 

2.715  2.715 

3.037  5.752 

3.397  9.1*9 

3.799  12.4*9 

*.250  17.196 

*.753  21.951 

5.316  27.267 

5.9*6  33.214 

6.651  39.864 

7.*39  *7.303 

8.320  55.623 

9.306  t>*.?29 

10.*08  75.337 

11.6*2  86.979 

13.U21  100. COO 


9'/,%  Int. 

3.166  3.166 

3.*60  6.6*7 

3.826  10.*73 

*.  206  1*.678 

*.623  19.301 

5.082  2*. 383 

5.566  29.969 

6.1*1  36.110 

6.750  *2.860 

7.420  50.279 

8.156  58.436 

6.966  67.402 

9.856  77.257 

10.83*  86.C91 

11.909  100.000 

IO'/j%  Int. 

2.902  2.902 

3.222  6.123 

3.577  9.700 

3.971  13.671 

*.*08  16.079 

*.89*  22.973 

5.434  26.407 

6.032  34.*39 

6.697  41.136 

7.*35  *8.572 

8.255  56.826 

9.16*  65.990 

10.17*  76.16* 

11.295  87.460 

12.5*0  100.000 

ll'/j%lnt. 

2.655  2.655 

2.977  5.633 

3.338  6.971 

3.743  12.714 

4.197  16.911 

4.706  21.617 

5.277  26.89* 

5.916  32.610 

6.634  39.«*4 

7.436  46.883 

8.340  55.223 

9.352  64.575 

10.466  75.060 

11.757  66.817 

13.183  100.000 


9  V/.  Int. 

3.998  3.098 

3.414  6.513 

3.763  10.275 

4.146  14.421 

4.569  18.991 

5.035  24.026 

5.546  29.574 

6.114  35.688 

6.736  42.426 

7.425  *9.85i 

8.162  58.033 

9.316  67.0*9 

9.936  76.985 

10.949  87.934 

12.066  ICO. 000 

10*%  Int. 

2.839  2.839 

3.159  5.998 

3.516  9.514 

3.913  13.427 

4.355  17.782 

*.8*7  22.629 

5.395  28.02* 

6.30*  3*. 028 

6.682  *0.710 

7.*37  *8.l*7 

8.277  56.*25 

9.212  65.637 

10.253  75.889 

11. *U  87.300 

12.700  100. OOO 

11*%  Int. 

2.596  2.596 

2.919  5.515 

3.281  8.795 

3.567  12.*63 

8.149  16.628 

*.659  21.287 

5.237  26.52* 

5.686  32.*lO 

6.617  39.027 

7.437  *6.*6* 

8.360  5*. 82* 

9.397  6*.22C 

10.562  74.783 

11.872  86.655 

13.3*5  100.000 
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15 


EQUITY  BUILD-UP 

IN  PRCENT  OF  ORIGINAL  LOAN  AMOUNT 
FOR  FIRST  15  YFARS 


15 


YEAR 


11 
12 
13 
I* 
I) 


%  % 

127.  Int. 


2.53<! 

2. 8el 
3.223 
3.632 
4.09  3 

4.612 
5.197 
5.35* 
6.599 
7.435 


2.5  39 

5.399 

6.623 

12.255 

It. 345 

20.960 
26.156 
32  .  C  1  2 
38.611 

46.  046 


8.378  54.425 

9.441  63.866 

10.638  74.5C4 

11.9S8  86.492 

13.508  It*,. 000 

137.  Wit. 


dm. 

%  7. 

121/47.  Ic*. 

2.402  2.482 

2.804  5.285 

3.167  8.452 

3.577  12.C30 

4.041  16.071 

4.565  20.fe36 

5.157  25.793 

5.825  31.618 

6.580  38.198 

7.433  45.631 

8.396  54.027 
9.485  63.512 
10.714  74.226 
12.103  86.321 
13.672    100.000 

l3'/«7.  Int. 


dm. 
%  7. 

llftXt*. 

2.426  2.426 

2.747  5.17* 

3.111  8.285 

3.523  11.808 

3.990  15.798 

4.518  20.316 

5.116  25.432 

5.794  31.226 

6.561  37.787 

7.430  45.216 

8.413  53.630 

9.528  63.157 

10.789  73.946 

12.218  86.164 

13.836  100.000 

13'/i7.lnt. 


7.  % 
12*7.  Int. 

2.371  2.371 

2.692  5.06« 

3.056  8.120 

3.469  U.589 

3.939  15.528 

4.471  19.999 

5.076  25.075 

5.762  30.837 

6.541  37.378 

7.426  44.804 

8.430  53.233 

9.570  62.803 

10.864  73.667 

12.333  86.000 

14.000  100.000 

13*7.  Int. 


II 

12 
13 
14 

15 


6 
7 
8 
<5 
10 

il 
12 
13 


2.318  2.318 

2.638  4.955 

3.C02  7.957 

3.416  11.373 

3.888  15.261 

4.424  19.685 
5.035  24.720 
5.73}  30.450 
6.521  36.971 
7.42  1  44.392 

8.445  52.838 

9.611  62.449 

10.<538  73.387 

12.448  85.834 

14.166  100.000 

147.  In*. 

2.113  2.113 

2.425  4.542 
2.791  7.333 
3.208  10.541 
3.687  14.229 

4.23*  18.467 

4.871  23.338 

5.598  28.936 

6.434  35.370 

7.395  42.766 

8.500  51.266 

9.769  61.035 

11.228  72.263 

12.905  85.168 

14.832  IOC. CSC 

157.  Int. 


1 

1.92  4 

1 

924 

2 

2.233 

4 

157 

3 

2.592 

o. 

74Q 

4 

3.009 

9. 

757 

5 

3.492 

13 

2  50 

6 

4.054 

17 

3C3 

7 

4.705 

22. 

009 

e 

5.462 

27 

*70 

9 

6.340 

33 

810 

10 

7.359 

4. 

ifc<5 

11 

8.  542 

49 

711 

12 

9.915 

59 

626 

13 

11.50? 

71 

135 

14 

13.359 

84 

494 

15 

15.506 

100.000 

2.265  2.265 

2.584  4.849 

2.948  7.797 
3.363  11.161 
3.837  14.990 

4.378  19.376 

4.99  4  2  4.3  70 

5.698  30.067 

6.500  36.567 

7.416  43.S83 

8.460  52.443 

9.652  62.095 

11.011  73.106 

12.562  85.668 

14.332  100.000 

14'/47.  Inf. 

2.064  2.C64 

2.378  4.443 

2.740  7.183 

3.158  10.341 

3.638  13.979 

4.192  18.171 

4.830  23. COO 

5.565  28.969 

6.411  34.976 

7.387  42.364 

8.511  50.875 

9.807  60.662 

11.299  71.S81 

13.019  85.000 

15. COO  100. 0C0 

IM%  Int. 

1.879  1.879 

2.186  4.C65 

2.544  6.609 

2.960  9.569 

3.444  13.013 

4.CC8  17.C21 

4.664  21.689 

5.427  27.112 

6.315  33.427 

7.346  40.775 

6.590  49.325 

9.949  59.275 
11.577  70.852 
13.472  84.324 
19.676  100. COO 


2.213  2.213 

2.531  4.745 

2.995  7.640 

3.311  10.951 

3.787  14.738 

4.331  19.069 

4.953  24.022 

5.665  29.687 

6.479  36.166 

7.410  43.576 

6.474  5<.w5o 

9.692  61.741 

11.064  72.825 

12.677  85.502 

14.498  100.000 

14Vj7.  Int. 

2.017  2.U17 

2.329  4.346 

2.69C  7.036 

3.107  10.143 

3.989  13.732 

4.146  17.878 

4.788  22.666 
5.931  26.197 
6.388  34.985 
7.378  41.963 

8.922  90.466 

9.844  60.329 

11.370  71.699 

13.132  84.e32 

19.168  10C.OCO 

15'/j7.  Int. 

1.835  1.835 

2.140  3.975 

2.496  6.471 

2.912  9.383 

3.397  12.780 

3.962  16.742 

4.622  21.369 

5.392  26.756 

6.290  33.046 

7.337  4L.383 

0.558  46.941 

9.983  58.924 

11.645  70.569 

13.564  84.154 

15.846  100.000 


2.163  2.163 

2.460  4.642 

2.843  7.485 

3.299  10.749 

3.737  14.482 

4.284  10.766 

4.912  23.670 

5.632  29.310 

6.457  35.767 

7.403  43.170 

8.407  91.697 

9.731  61.300 

11.196  72.944 

12.791  09.339 

1«.669  100.000 

14*7.  Int. 

1.970  1.970 

2.201  4.290 

2.641  6.991 

3.050  9.949 

3.941  13.409 

4.100  17.909 

4.747  22.336 

5.496  27.932 

6.364  34.196 

7.369  41.565 

8.532  90.098 

9.880  99.977 

11.440  71.417 

13.246  64.663 

19.337  ICO. 000 

15*7.  Int. 

1.791  1.791 

2.099  3.886 

2.490  6.336 

2.669  9.200 

3.390  12.950 

3.917  16.467 

4.581  21.040 

5.356  26.404 

6.264  32.660 

7.325  39.992 

8.969  40.990 

10.016  90.974 
11.713  70.207 
13.697  83.983 

16.017  ICO. 000 
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YEAR  TERM 

FOR 

FIRST  15 

YEARS 

YEAR  TERM 

YEAR 

Annual 

Cm 

Annual 

dm. 

Annual 

Cum. 

Annual 

Cum. 

% 

% 

% 

% 

% 

% 

% 

% 

8%  Int. 

8'/4%  bit. 

8'/i%  Int. 

8%%  Int. 

2.114 

2.114 

2.0S1 

2.051 

1.990 

1.990 

1.931 

1.931 

2.289 

4.403 

2.227 

4.278 

2.166 

4.156 

2.107 

4.037 

2.479 

6.882 

2.418 

6.696 

2.358 

6.514 

2.299 

6.336 

2. ess 

9.567 

2. 625 

9.321 

2.966 

9.080 

2.908 

6.844 

2.908 

12.474 

2.8S0 

12.171 

2.793 

11.873 

2.736 

11.580 

3.149 

15.623 

3.094 

15.269 

3.040 

14.912 

2.986 

14.566 

3.410 

19.034 

3. 339 

18.624 

3.308 

18.221 

3.298 

17.823 

3.693 

22.727 

3.647 

22.271 

3.601 

21.822 

3.354 

21.378 

4.000 

26.727 

3.960 

26.231 

3.919 

25.741 

3.678 

25.256 

10 

4.332 

31.039 

4.299 

30.530 

4. 265 

30.006 

4.231 

29.467 

4.692 

35.751 

4.667 

35.198 

4.643 

34.649 

4.617 

34.104 

S.081 

40.8  32 

5.067 

40.265 

S.0S3 

39.702 

5.038 

39.142 

5.503 

46.335 

S.S02 

4S.767 

3.499 

45.201 

S.496 

44.638 

S.9S9 

52.294 

S.973 

51.  740 

S.986 

51.187 

5.997 

50.635 

6.4S4 

S8.748 

6.48S 

58.224 

6. SIS 

S7.701 

6.943 

57.179 

9%  Inf. 

9%%  Int. 

9Vi%  Int. 

9%%  Int. 

1 

..873 

1.873 

1.816 

1.866 

1.761 

1.761 

1.707 

1.707 

2 

2.048 

3.921 

1.991 

3.8C8 

1.936 

3.697 

1.881 

3.566 

3 

2.241 

6.162 

2.184 

5.991 

2.128 

3.82% 

2.073 

5.661 

4 

2.4S1 

8.612 

2.394 

8.386 

2.339 

8.163 

2.284 

7.946 

5 

2.681 

11.293 

2.626 

11.011 

2.571 

10.735 

2.517 

10.463 

6 

2.932 

14.225 

2.879 

13.890 

2.626 

13.561 

2.774 

13.238 

7 

3.207 

17.432 

3.  157 

17.047 

3.107 

16.668 

3.337 

16.295 

6 

3.S08 

20.940 

3.462 

20.508 

3.415 

20.083 

3.369 

19.664 

9 

3.837 

24.777 

3.796 

24.3C4 

3.754 

23.837 

3.712 

23.376 

10 

4.197 

28.974 

4.162 

28.466 

4.127 

27.964 

4.091 

27.467 

11 

4.S91 

33.S6S 

4.564 

33.030 

4.536 

32. 500 

4.508 

31.973 

12 

5.021 

38.586 

5.004 

38.034 

4.986 

37.487 

4.966 

36.943 

13 

5.492 

44.078 

5.487 

43.522 

5.481 

42.968 

5.474 

42.417 

14 

6.008 

SO. 086 

6.017 

49.539 

6.025 

48.993 

6.033 

48.450 

IS 

6.S71 

S6.6S7 

6.598 

56.136 

6.623 

5S.617 

6.648 

55.098 

10%  Int. 

1CHA7.  Int. 

10,/2%  Int. 

10%%  Int. 

1 

1.655 

1.6SS 

1.604 

1.604 

1.554 

1.554 

1.S0S 

1.505 

2 

1.828 

3.483 

1.776 

3.380 

1.725 

3.279 

1.676 

3.181 

3 

2.019 

5.502 

1.967 

5.347 

1.915 

5.194 

1.865 

5.046 

4 

2.231 

7.733 

2.178 

7.525 

2.126 

7.321 

2.075 

7.121 

5 

2.464 

10.198 

2.412 

9.937 

2.361 

9.681 

2.310 

9.431 

6 

2.723 

12.920 

2.671 

12. t08 

2.621 

12.302 

2.571 

12.002 

7 

3.008 

15.928 

2.959 

15.567 

2.910 

15.212 

2.861 

14.663 

8 

3.323 

19.250 

3.276 

18.843 

3.230 

18.442 

3.184 

18.048 

9 

3.671 

22.921 

3.628 

22.472 

3.586 

22.029 

3.544 

21.592 

10 

4. 055 

26.976 

4.018 

26.490 

3.982 

26.010 

3.944 

25.536 

11 

4.479 

31.455 

4.  450 

30.940 

4.420 

30.431 

4.390 

29.926 

12 

4.949 

36.404 

4.928 

35.869 

4.  907 

35.338 

4.886 

34.812 

13 

5.467 

41.870 

5.458 

41.327 

5.448 

40.786 

5.436 

40.250 

14 

6.039 

47.909 

6.044 

47.371 

6.049 

46.835 

6.052 

46.302 

IS 

6.671 

54.581 

6.694 

54.065 

6.715 

53.551 

6.736 

53.038 

11%  Int. 

11'/4%lnt. 

11'/j%lnt. 

11%%  Int. 

1 

1.4*f 

1.458 

1.412 

1.412 

1.368 

1.368 

1.324 

1.324 

2 

1.627 

3.085 

1.5  80 

2.992 

1.  534 

2.901 

1.489 

2.813 

3 

1.815 

4.901 

1.767 

4.759 

1.720 

4.621 

1.673 

4.486 

4 

2.023 

6.926 

1.976 

6.735 

1.928 

6.549 

1.681 

6.367 

5 

2.26C 

9.186 

2.210 

8.946 

2.162 

8.711 

2.114 

8.481 

6 

2.521 

11.707 

2.472 

11.418 

2.424 

11.135 

2.376 

10.857 

7 

2.813 

14.520 

2.765 

14.184 

2.718 

13.853 

2.671 

13.528 

8 

3.139 

17.659 

3.093 

17.277 

3.048 

16.901 

3.002 

16.530 

9 

3.  502 

21.161 

3.459 

20.736 

3.417 

20.318 

3.375 

19.905 

10 

3.907 

25.068 

3.869 

24.606 

3.831 

24.149 

3.793 

23.698 

11 

4.359 

29.427 

4.328 

28.S33 

4.296 

28.44S 

4.264 

27.962 

12 

4.864 

34.291 

4.841 

33.774 

4.817 

33.262 

4.793 

32.755 

13 

5.426 

39.717 

5.414 

39.186 

5.401 

38.663 

5.367 

38.142 

14 

6.051 

45.772 

6.056 

45.244 

6.056 

44.719 

6.055 

44.198 

IS 

6.755 

52.527 

6.773 

52.017 

6.790 

51.  510 

6.807 

51.004 
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Cm. 

%  % 

12%  Int. 

1.282  1.282 

1.445  2.727 

1.628  4.354 

1.834  6.189 

2.067  8.256 


2.329 
2.624 
2.957 
3.332 
3.755 


10.585 
13.209 
16. 166 
19.499 
23.254 


4.231  27.485 

4.768  32.253 

5.372  37.625 

6.054  43.679 

6.822  50.501 

13%  Int. 


Cam. 

%  % 

I2fc%lnt. 

1.241  1.241 

1.402  2.643 

1.583  4.226 

1.789  6.015 

2.021  8.035 

2.282  10.318 

2.578  12.896 

2.912  15.809 

3.290  19.099 

3.716  22.815 

4.198  27.013 

4.742  31.755 

5.357  37.112 

6.051  43.164 

6.836  49.999 

13tt%  Int. 


Cm. 

%  % 

12tt%  Int. 


1.201 
1.360 
1.540 
1.744 
1.975 

2.236 
2.  533 

2.868 
3.248 
3.676 


1.201 
2.561 
4.101 
5.845 

7.820 

10.056 
12.589 
15.457 
18.704 
22.382 


4.165  26.547 

4.716  31.263 

5.341  36.6C4 

6.048  42.652 

6.849  49.500 

13tt%  Int. 


20 

YEAR  TERM 


12V.  Int. 

1.162  1.162 

1.319  2.481 

1.498  3.979 

1.700  5.679 

1.930  7.609 

2.191  9.800 

2.487  12.287 

2.824  15.111 

1.2C5  18.316 

3.639  21.955 

4.131  26.086 

4.689  30.776 

5.324  36.399 

6.043  42.143 

6.861  49.003 

13  V/.  Int. 


1.124  1.124 

1.280  2.404 

1.456  3.860 

1.657  5.517 

1.886  7.403 

2.146  9.549 

2.442  11.992 

2.780  14.771 

3.163  17.935 

3.600  21.534 

4.097  25.631 

4.662  30.293 

5.306  35.599 

6.038  41.637 

6.872  48.509 

14%  Int. 


1.088  1.088 

1.241  2.328 

1.416  3.744 

1.615  5.359 

1.842  7.202 

2.102  9.304 

2.398  11.702 

2.736  14.438 

3.121  17.559 

3.561  21.119 

4.062  25.182 

4.635  29.816 

5.287  35.104 

6.032  41.136 

6.882  48.017 

14y4%  Int. 


1.052 
1.203 
1.376 
1.574 

1  .800 


1.052 
2.255 
3.631 
5.205 

7.005 


2.058  9.063 

2.354  11.417 

2.692  14.110 

3.079  17.189 

3.522  20.711 

4.028  24.738 

4.606  29.344 

5.263  34.612 

6.025  40.637 

6.891  47.528 

14'/,%  Int. 


1.017  1.017 

1.166  2.184 

1.337  3.521 

1.533  5.054 

1.758  6.812 

2.015  8.828 

2.311  11.139 

2.649  13.788 

3.037  16.825 

3.482  20.30* 

3.993  24.300 

4.577  28.878 

5.248  34.126 

6.017  »0.143 

6.899  47.041 

14%%  Int. 


1 

0.984 

0.984 

0.951 

0.951 

0.919 

0.919 

0.869 

0.689 

2 

1.131 

2.115 

1.096 

2.047 

1.062 

1.962 

1.029 

1.918 

3 

1.300 

3.414 

1.263 

3.310 

1.227 

3.206 

1.192 

3.109 

4 

1.494 

4.906 

1.455 

4.765 

1.417 

4.625 

1.380 

4.489 

5 

1.717 

6.624 

1.676 

6.441 

1.637 

6.262 

1.598 

6.007 

6 

1.973 

6.598 

1.931 

8.372 

1.890 

6.152 

1.850 

7.936 

7 

2.268 

10.865 

2.225 

10.598 

2.163 

10.335 

2.142 

10.078 

8 

2.606 

13.472 

2.564 

1  3  . 1  62 

2.522 

12.657 

2.460 

12.558 

9 

2.996 

16.467 

2.954 

16.116 

2.913 

15.770 

2.672 

15.430 

10 

3.443 

19.9U 

3.404 

19.519 

3.364 

19.134 

3.325 

18.755 

11 

3.957 

23.868 

3.922 

23.441 

3.866 

23.020 

3.850 

22.605 

12 

4.548 

26.416 

4.519 

27.960- 

4.466 

27.509 

4.456 

27.063 

13 

5.227 

33.644 

5.206 

33.166 

5.184 

32.693 

5.162 

32.225 

14 

6.008 

39.652 

5.999 

39.164 

5.988 

38.681 

5.977 

38.201 

15 

6.905 

46.557 

6.911 

46.076 

6.916 

45.597 

6.920 

45.122 

15%  Int. 

15'/4%lnt. 

15'/j%lnt. 

15  V.  Int. 

1 

0.859 

0.659 

0.830 

0.630 

0.802 

0.602 

0.775 

0.775 

2 

0.997 

1.656 

0.966 

1.796 

0.935 

1.737 

0.906 

1.661 

3 

1.157 

3.013 

1.124 

2.920 

1.091 

2.829 

*.C59 

2.740 

4 

1.343 

4.357 

1.308 

4.227 

1.273 

4.102 

1.239 

3.979 

5 

1.559 

5.916 

1.522 

5.749 

1.485 

5.586 

1.449 

5.428 

6 

1.810 

7.726 

1.771 

7.520 

1.732 

7.319 

1.694 

7.122 

7 

2.101 

9.627 

2.060 

9.580 

2.020 

9.339 

1.961 

9.103 

8 

2.439 

12.265 

2.398 

11  .978 

2.357 

11.696 

2.317 

11.420 

9 

2.831 

15.096 

2.790 

14.768 

2.749 

14.445 

2.709 

14.129 

10 

3.286 

18.362 

3.246 

18.014 

3.207 

17.652 

3.166 

17.297 

il 

3.614 

22.196 

3.776 

21 .792 

3.741 

21.394 

3.704 

21.001 

12 

4.42  7 

26.622 

4.396 

26.187 

4.364 

25.757 

4.332 

25.333 

13 

5.139 

31.  761 

5.115 

31.302 

5.091 

30.848 

5.066 

30.399 

14 

5.965 

37.726 

5.952 

37.254 

5.938 

36.786 

5.924 

36.322 

15 

6.924 

44.649 

6.926 

44.180 

6.927 

43.713 

6.927 

43.250 
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YEAR  TERM 

YEAR 

AmhmI 

Cum. 

Awwd 

Gmv 

Awwd 

Cum. 

Awwd 

Cum. 

% 

% 

% 

% 

% 

% 

% 

% 

8%  Int. 

■%%  In*. 

8'/»%  Int. 

8%%  Int. 

I 

1.309 

1.309 

1.258 

1.259 

1.209 

1.209 

1.162 

1.162 

2 

1.911 

2.727 

1.366 

2.624 

1.316 

2.  525 

1.267 

2.429 

3 

1.535 

4.262 

1.483 

4.108 

1.432 

3.957 

1.383 

3.812 

4 

1.66  3 

5.925 

1.610 

5.718 

1.559 

5.516 

1.509 

5.321 

5 

1.801 

7.726 

1.748 

7.466 

1.697 

7.213 

1.646 

6.967 

6 

1.950 

9.676 

1.896 

9.364 

1.847 

9.060 

1.796 

8.763 

7 

2.112 

11.789 

2.061 

11.425 

2.010 

11.070 

1.960 

10.723 

8 

2.288 

14.076 

2.237 

13.662 

2.188 

13.257 

2.138 

12.661 

9 

2.477 

16.554 

2.429 

16.C91 

2.381 

15.638 

2.333 

15.195 

10 

2.48  3 

19.237 

2.637 

16.728 

2.591 

18.229 

2.546 

17.740 

11 

2.906 

22.142 

2.863 

21.591 

2.820 

21.050 

2.778 

20.516 

12 

3.147 

25.289 

3.  108 

24.700 

3.070 

24.120 

3.031 

23.549 

13 

3.40  8 

28.697 

3.375 

28.075 

3.341 

27.461 

3.307 

26.855 

14 

3.691 

32.388 

3.664 

31.739 

3.636 

31.097 

3.608 

30.463 

15 

3.997 

36.386 

3.978 

35.717 

3.958 

35.C55 

3.937 

34.400 

9%  Int. 

f*%  In*. 

t%%  Int. 

9%%  Int. 

1 

1.116 

1.116 

1  .07  1 

1.071 

1.028 

1.028 

0.987 

0.987 

2 

1.220 

2.336 

1.175 

2.246 

1.130 

2.159 

1.088 

2.075 

3 

1.335 

3.671 

1.288 

3.534 

1.243 

3.401 

1.199 

3.273 

4 

1.460 

5.  131 

1.412 

4.946 

1.366 

4.767 

1.321 

4.594 

5 

1.597 

6.728 

1.549 

6.495 

1.502 

6.269 

1.455 

6.0*9 

6 

1.747 

8.474 

1.698 

6.193 

1.651 

7.919 

1.604 

7.653 

7 

1.911 

10.385 

1.662 

10.055 

1.814 

9.734 

1.767 

9.421 

8 

2.090 

12.475 

2.042 

12.C97 

1.994 

11.728 

1.948 

11.368 

9 

2.286 

14.761 

2.239 

14.336 

2.192 

13.921 

2.146 

13.515 

10 

2.500 

17.261 

2.455 

16.791 

2.410 

16.331 

2.365 

15.880 

11 

2.735 

19.996 

2.692 

19.483 

2.649 

18.960 

2.606 

18.486 

12 

2.991 

22.987 

2.952 

22.435 

2.912 

21.892 

2.872 

21.358 

13 

3.272 

26.259 

3.237 

25.671 

3.201 

25.093 

3.165 

24.523 

14 

3.579 

29.838 

3.549 

29.221 

3.519 

28.612 

3.488 

26.011 

15 

3.<15 

33.7  52 

3.892 

33.112 

3.868 

32.480 

3.843 

31.655 

10V.  Int. 

10%%  Int. 

10'/2%  Int. 

10*7.  Int. 

0.947 

0.947 

0.908 

0.909 

0.871 

0.871 

0.835 

0.835 

1.046 

1.993 

1.006 

1.919 

0.967 

1.839 

0.930 

1.765 

1.191 

3.149 

1.114 

3.029 

1.074 

2.913 

1.035 

2.800 

1.277 

4.426 

1.234 

4.263 

1.192 

4.105 

1.152 

3.952 

1.410 

5.836 

1.367 

5.629 

1.324 

5.429 

1.282 

5.23* 

1.558 

7.394 

1.513 

7.143 

1.470 

6.898 

1.427 

6.661 

1.721 

9.116 

1.676 

8.819 

1.632 

8.530 

1.588 

8.248 

1.902 

11.017 

1.856 

10.675 

l.BU 

1U.  341 

1.767 

10.016 

2.101 

13.116 

2.056 

12.730 

2.011 

12.352 

1.967 

11.963 

10 

2.321 

15.439 

2.276 

15.C07 

2.233 

14.585 

2.189 

14.172 

2.564 

18.002 

2.521 

17.528 

2.479 

17.063 

2.436 

16.608 

2.832 

20.8  34 

2.792 

20.320 

2.752 

19.815 

2.711 

19.319 

3.129 

23.963 

3.092 

23.412 

3.055 

22.870 

3.018 

22.337 

3.456 

27.419 

3.424 

26.839 

3.392 

26.261 

3.359 

25.696 

3.818 

31.238 

3.792 

30.628 

3.765 

30.027 

3.738 

29.434 

11%  In*. 

IlKXbt. 

11%%  Int. 

11**/.  bit. 

1 

0.801 

0.801 

0.768 

0.769 

0.736 

0.736 

0.705 

0.705 

2 

0.894 

1.695 

0.859 

1.(26 

0.825 

1.560 

0.792 

1.497 

3 

0.997 

2.692 

0.96O 

2.387 

0.925 

2.485 

0.890 

2.387 

4 

1.112 

3.804 

1.074 

3.661 

1.037 

3.522 

1.001 

3.386 

5 

1.241 

5.045 

1.291 

4.662 

1.163 

4.685 

1.125 

4.513 

6 

1.385 

6.43* 

1.34* 

6.206 

1.304 

5.989 

1.265 

5.778 

7 

1.545 

7.975 

1.503 

7.7*T9 

1.442 

7.450 

1.421 

7.199 

8 

1.72* 

9.699 

1.691 

9.390 

1.639 

9.089 

1.598 

8.797 

9 

1.923 

11.622 

1.890 

11  .279 

1.839 

10.927 

1.796 

10.593 

10 

2.146 

13.768 

2.103 

13.373 

2.061 

12.988 

2.019 

12.611 

11 

2.394 

lb. 162 

2.352 

15.725 

2.310 

15.298 

2.269 

14.880 

12 

2.671 

18.833 

2.631 

18.359 

2.591 

17.869 

2.550 

17.431 

13 

2.980 

21.813 

2.9*3 

21.299 

2.905 

20.794 

2.867 

20.297 

I* 

3.32  5 

25.138 

3.291 

2  4.590 

3.257 

24.051 

3.222 

23.520 

15 

3.71J 

28.848 

3. 6*1 

28.271 

3.652 

27.703 

3.622 

27.1*2 
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YEAR  TERM 

FOR 

FIRST  15 

YEARS 

YEAR  TERM 

YEAR 

Annual 

Cum. 

Annuo! 

Cum. 

Annual 

Cum. 

Annual 

Cum. 

% 

% 

% 

% 

% 

% 

% 

% 

12%  Int. 

12'/«7.  Int. 

12'/»%lnt. 

12%%  Int. 

I 

0.675 

0.675 

0.646 

0.646 

0.619 

0.619 

0.592 

0.592 

2 

0.761 

1.436 

0.730 

1.377 

O.TOi 

1.32C 

0.673 

1.265 

3 

0.857 

2.293 

0.825 

2.201 

0.79* 

2.113 

0.764 

2.029 

4 

0.966 

3.2  59 

0.932 

3.133 

0.899 

3.012 

0.867 

2.895 

5 

1.088 

4.347 

1.053 

4.186 

1.018 

*.v»3u 

0.984 

3.879 

6 

1.226 

5.573 

1.189 

5.375 

1.153 

5.183 

1.117 

4.996 

7 

I.  382 

6.955 

1.343 

6.718 

1.305 

6.*88 

1.268 

6.264 

S 

1.557 

8.512 

1.517 

8.235 

1.478 

7.966 

1.440 

7.704 

9 

1.755 

1U.267 

1.714 

9.949 

1.67* 

9.639 

1.634 

9.338 

10 

1.977 

12.244 

1.936 

11.885 

1.895 

11.535 

1.855 

11.193 

11 

2.228 

14.471 

2.187 

14.072 

2.1*6 

13.681 

2.106 

13.299 

12 

2.510 

16.982 

2. W0 

16.542 

2.*30 

16.112 

2.391 

15.690 

13 

2.829 

19.811 

2.791 

19.333 

2.752 

18.864 

2.714 

18.404 

14 

3.187 

22.998 

3.i52 

22.485 

3.117 

24.981 

3.381 

21.485 

15 

3.592 

26.590 

3.561 

26.046 

3.530 

25.510 

3.498 

24.983 

13%  Int. 

13'/4%lnt. 

13'/i%lnt. 

13%%  Int. 

1 

0.567 

0.567 

0.543 

0.543 

0.519 

C.  519 

0.497 

0.497 

2 

0.64  5 

1.212 

0.619 

1.162 

0.59* 

1.113 

0.569 

1.066 

3 

0.734 

1.947 

0.706 

1  .868 

0.679 

1.792 

0.653 

1.718 

4 

0.836 

2.782 

0.8O6 

2.673 

0.776 

2.568 

J. 7*8 

2.467 

5 

0.951 

3.733 

0.919 

3.593 

0.888 

3.  *56 

0.858 

3.325 

6 

1.082 

4.8  16 

1.049 

4.fc*l 

1.016 

*.*72 

0.98* 

4.308 

7 

1.232 

6.048 

1.196 

5.837 

1.162 

5.633 

1.128 

5.436 

8 

1.402 

7.4*9 

1.365 

7.202 

1.328 

6.962 

1.293 

6.729 

9 

1.59  5 

9.045 

1.557 

8.759 

1.519 

8.  481 

1.482 

8.211 

10 

1.815 

1C.860 

1.776 

10.535 

1.736 

10.219 

1.699 

9.910 

11 

2.066 

12.926 

2.026 

1  2  .  562 

1.987 

12.206 

1.9*8 

11.859 

12 

2.351 

15.277 

2.312 

14.874 

2.273 

l*.*79 

2.23* 

14.093 

13 

2.676 

17.953 

2.638 

17.511 

2.599 

17.078 

£.5*1 

16.654 

I* 

3.045 

21.998 

3.w09 

20.520 

2.973 

20.051 

2.936 

19.500 

IS 

3.465 

24.464 

3.433 

23.953 

3.*00 

23.451 

3.367 

22.957 

14%  Int. 

M'/4%  Int. 

14'/2%  Int. 

14%%  Int. 

I 

0.475 

C.475 

0.454 

0.454 

0.*34 

0.*34 

0.*15 

0.415 

2 

0.54fc 

1.021 

0.523 

0.977 

0.501 

0.935 

0.480 

0.895 

3 

0.627 

1.6*8 

0.603 

1  .580 

0.579 

1.514 

0.556 

1.452 

4 

0.721 

2.369 

0.694 

2.27* 

0.660 

2.183 

0.6** 

2.096 

5 

0.829 

3.197 

0.8C0 

3.074 

0.773 

<:.95b 

0.746 

2.841 

6 

0.952 

4.  15C 

0.922 

3.996 

0.892 

3.8*8 

0.864 

3.705 

7 

1.095 

5.24% 

1.062 

5.059 

1.031 

4.879 

1.000 

4.705 

6 

1.258 

6.502 

1.224 

6.283 

1.190 

6.069 

1.158 

5.862 

9 

1.446 

7.948 

1.410 

7.693 

1.375 

7.*** 

1.341 

7.203 

10 

1.662 

9.610 

1.625 

9.317 

1.588 

9.032 

1.552 

8.755 

11 

1.91C 

11.520 

1.872 

11.189 

1.8*4 

10.867 

1.7  97 

10.552 

12 

2.195 

13.715 

2.157 

13.346 

2.119 

12.986 

£.081 

12.633 

i3 

2.52  3 

16.238 

2.485 

15.831 

2.**7 

15.433 

2.410 

15.043 

14 

2.900 

19.  138 

2.863 

18.695 

2.827 

18.260 

2.790 

17.833 

IS 

3.333 

22.471 

3.299 

21.99* 

3.265 

21. 525 

3.231 

21.063 

15%  Int. 

15'/4%lnt. 

15'/*%  Int. 

15%%  Int. 

I 

0.  39t 

0.396 

0.379 

0.379 

0.362 

0.362 

0.3*6 

0.346 

2 

0.460 

0.857 

0.441 

0.820 

0.*22 

0.784 

0.404 

0.750 

3 

v>.534 

I.  391 

0.513 

1  .333 

j.*93 

i.277 

0.47  3 

1.223 

4 

0.620 

2.011 

0.597 

1.930 

0.575 

1.851 

U.553 

1.776 

5 

0.720 

2.731 

0.695 

2.624 

0.670 

2.  521 

0.6*6 

2.422 

6 

0.835 

3.566 

0.808 

3.432 

0.782 

3.303 

0.756 

3.178 

7 

0.970 

4.536 

0.940 

4.373 

0.912 

4.215 

0.884 

4.062 

a 

1.126 

5.662 

1.C94 

5.467 

1.06* 

5.2  79 

..03* 

5.096 

9 

1.307 

6.968 

1.273 

6.741 

1.2*1 

6.520 

1.209 

6.305 

10 

1.517 

8.485 

I  .482 

8.222 

I.  *47 

7.967 

l.*l* 

7.718 

11 

1.761 

10.246 

1.72* 

9.947 

1.  688 

9.655 

1.653 

9.372 

12 

2.044 

12.289 

2.0C6 

11.953 

1.970 

11.6*5 

1.933 

11.305 

n 

2.372 

14.661 

2.335 

14.288 

2.297 

13.922 

2.261 

13.565 

14 

2.753 

17.415 

2.717 

17. CO* 

2.680 

16.002 

2.643 

16.209 

15 

3.19* 

2u.6lO 

3.161 

20.166 

3.126 

19.729 

3.091 

19.300 
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YEAR  TERM 

FOR 

FIRST  15 

YEARS 

YEAR  TERM 

YEAR 

Annual 

Cum. 

Annual 

Cum. 

Annual 

Cum. 

Annual 

Cum. 

7. 

% 

7. 

7. 

7. 

7. 

% 

7. 

87.  Int. 

8'/4%  int. 

8'/j7.  Int. 

8%%  Int. 

0.835 

0.635 

0.795 

0.795 

0.756 

0.756 

0.719 

0.719 

0.9o5 

l.74o 

0.863 

1.658 

0.823 

1.579 

0.78* 

1.503 

0.980 

2.720 

0.937 

2.595 

0.896 

2.47* 

0.856 

2.359 

1.061 

3.781 

1.017 

3.612 

0.975 

3.**9 

0.93* 

3.292 

1.1*9 

4.930 

1.104 

4.716 

1.061 

*.510 

1.019 

4.311 

1.245 

6.175 

1.199 

5.915 

1.155 

5.66* 

1.111 

5.*23 

1.348 

7.523 

1.3C2 

7.217 

1.257 

6.921 

1.213 

6.635 

1.460 

8.982 

1.413 

8.630 

1.  368 

8.289 

1.323 

7.959 

1.581 

10.563 

1.53* 

10.16* 

l.*89 

9.777 

1.444 

9.402 

10 

1.712 

12.275 

1.666 

11.830 

1.620 

11.397 

1.575 

10.978 

1.  654 

14.13C 

1.809 

13.639 

1.763 

13.161 

1.719 

12.696 

2.008 

16.138 

1.964 

15.602 

1.919 

15.080 

1.875 

I*. 572 

2.175 

18.312 

2.132 

17.73* 

2.089 

17.169 

2.J46 

16.618 

2.355 

20.668 

2.31* 

20.0*8 

2.274 

19.**3 

2.233 

18.851 

2.551 

23.218 

2.513 

22.561 

2.*75 

21.917 

2.436 

21.287 

9%  Int. 

9'/4%  Int. 

9'/j7.  Int. 

9*7.  Int. 

1 

0.683 

:.683 

0.649 

0.6*9 

0.617 

C.617 

G.586 

0.586 

2 

0.7*7 

1.430 

0.712 

1.361 

0.678 

1.294 

0.6*5 

1.231 

3 

0.817 

2.2*8 

0.781 

2.1*2 

0.7*5 

2.040 

0.711 

1.9*2 

% 

0.894 

5.142 

0.856 

2.597 

0.(19 

2.859 

0.784 

2.726 

5 

0.978 

4.120 

0.938 

3.936 

0.5Cj 

3.759 

0.86* 

3.589 

6 

1.070 

5.190 

1.029 

*.965 

0.990 

4.7*9 

0.952 

4.5*1 

7 

1.17C 

6.360 

1.128 

6.093 

1.088 

5.837 

1.0*9 

5.5S9 

a 

1.230 

7.639 

1.237 

7.331 

1.  196 

7.033 

1.156 

6.7*5 

9 

1.400 

9.039 

1.357 

8.687 

1.315 

8.3*7 

1.273 

8.018 

10 

1.531 

10.570 

1.488 

10.175 

I.**  5 

9.792 

1.403 

9.421 

11 

1.675 

12.245 

1.631 

11.807 

1.589 

11.381 

1.5*6 

10.968 

12 

1.832 

14.077 

1  .789 

13.595 

1.7*6 

13.127 

1.70* 

12.672 

13 

2.004 

16.081 

1.961 

15.557 

1.919 

15.0*6 

1.878 

1*.5*9 

14 

2.192 

18.272 

2.151 

17.708 

2.110 

17.156 

2.069 

16.619 

15 

2.397 

20.670 

2.358 

20.066 

2.319 

19.*76 

2.280 

18.899 

10%  Int. 

10'/4%  Int. 

IO'/jV.  Int. 

10%  7.  Int. 

1 

0.556 

0.556 

0.528 

0.528 

0.501 

0.501 

0.475 

0.*75 

2 

0.61* 

1.  170 

0.58* 

1.112 

0.556 

1.056 

0.528 

1.003 

3 

0.678 

1.848 

0.647 

1.759 

0.617 

1.673 

0.588 

1.591 

4 

0.7*5 

£.598 

0.717 

2.*75 

0.685 

2.358 

0.65* 

2.2*6 

5 

0.828 

3.426 

0.79* 

3.269 

0.760 

3.118 

0.728 

2.97* 

6 

0.915 

4.3*0 

0.879 

*.l*8 

o.e*4 

3.962 

u.811 

3.785 

7 

1.010 

5.351 

0.973 

5.121 

0.937 

4.900 

0.902 

4.687 

8 

1.116 

6.467 

1.078 

6.199 

1.0*0 

5.9*0 

I. 00* 

5.691 

9 

1.233 

7.700 

1.19* 

7.392 

1.155 

7.095 

1.118 

6.608 

10 

1.362 

9.062 

1.322 

8.71* 

1.282 

8.578 

1.2** 

8.052 

11 

1.505 

10.567 

1.46* 

10.178 

l.*2* 

9.8wl 

1.38* 

9.*36 

12 

1.662 

12.229 

1.621 

11.799 

1.581 

11.382 

1.5*1 

10.977 

13 

1.836 

14.066 

1.795 

13.595 

1.755 

13.137 

1.715 

12.692 

1* 

2.02  5 

16.05* 

1.988 

15.583 

•     1.9*8 

15.085 

1.908 

I*. 600 

15 

2.241 

18.335 

2.202 

17.785 

2.163 

17.2*8 

2.12* 

16.724 

117.  Int. 

ll«/4%  ln+. 

ll'/j%  Int. 

11%%  Int. 

1 

0.  *50 

0.*50 

0.*27 

0.*27 

0.404 

0.404 

0.383 

0.383 

2 

0.502 

0.952 

0.*77 

0.90* 

0.453 

0.858 

0.*31 

0.81* 

3 

0.560 

1.513 

0.534 

1.438 

0.508 

1.366 

C.*8* 

1.298 

4 

0.625 

2.138 

0.597 

2.035 

0.57O 

1.936 

0.5** 

1.8*2 

5 

0.698 

2.835 

0.668 

2.703 

0.639 

2.575 

0.612 

2.*53 

6 

0.778 

3.61* 

0.747 

3.449 

0.717 

3.292 

0.687 

3.1*1 

7 

0.868 

4.482 

0.835 

4.285 

0.80* 

4.096 

0.773 

3.91* 

0 

0.965 

5.*5l 

0.934 

5.219 

0.901 

*.997 

0.869 

4.782 

9 

1.081 

6.532 

1.045 

6.26* 

1.010 

6.007 

0.976 

5.758 

10 

1.206 

7.737 

1.169 

7.433 

1.133 

7.1*0 

1.097 

6.856 

11 

1.34  5 

9.083 

1.307 

8.7*1 

1.270 

8.410 

1.23* 

8.089 

12 

1.501 

10.58* 

1.462 

10.203 

1.42* 

9.83* 

1.387 

9.476 

13 

1.675 

12.259 

1.636 

11.839 

I.  597 

11.431 

1.558 

11.03* 

1* 

1.865 

14.128 

1.829 

13.668 

1.790 

13.221 

1.752 

12.786 

15 

2.085 

16.213 

2.0*6 

15.71* 

2.008 

15.229 

1.969 

14. 755 
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30 


EQUITY  BUILD-UP 

IN  PERCENT  OF  ORIGINAL  LOAN  AMOUNT 


30 


YEAR  TERM 

FOR 

FIRST  15 

YEARS 

YEAR  TERM 

YEAR 

Amwd 

Gun. 

Amwd 

U.n. 

Amwd 

Gmv 

Annual 

Cum. 

% 

% 

% 

% 

% 

% 

% 

% 

12%  Int. 

12'/4%  Int. 

12'/i%  Int. 

12%%  Int. 

1 

0.36  3 

0.363 

0.344 

0.344 

0.325 

0.325 

0.306 

0.308 

2 

0.409 

J. 772 

0.368 

0.7*2 

0.368 

0.694 

0.3  50 

0.657 

3 

0.461 

1.233 

0.438 

1.170 

0.417 

1.111 

0.397 

1.054 

4 

0.51S 

1.752 

0.495 

1.666 

0.472 

1.583 

0.450 

1.505 

1 

0.589 

2.337 

0.560 

2.22% 

0.535 

2.113 

0.511 

2.016 

6 

0.659 

2.996 

0.632 

2.857 

0.606 

2.724 

0.581 

2.597 

7 

0.743 

3.739 

0.714 

3.571 

C.686 

3.41C 

0.659 

3.256 

8 

0.837 

4.576 

0.807 

4.376 

0.777 

4.187 

0.748 

4.004 

9 

0.943 

5.519 

0.911 

5.289 

0.680 

5.067 

0.849 

4.853 

10 

1.063 

6.582 

1.029 

6.318 

0.996 

6.063 

0.964 

5.817 

11 

1.198 

7.780 

1.163 

7.480 

1.128 

7.191 

1.394 

6.912 

12 

1.350 

9.129 

1.313 

8.793 

1.278 

8.469 

1.242 

8.154 

13 

1.521 

10.650 

1.483 

10.277 

1.44  7 

9.915 

1.411 

9.565 

14 

1.714 

12.363 

1.676 

11.453 

1.638 

11.553 

1.601 

11.166 

15 

1.931 

14.294 

1.893 

13.845 

1.855 

13.409 

1.818 

12.984 

13%  Int. 

13'/-i%  Int. 

13'/i%lnt. 

13V/.  Int. 

0.29  1 

0.291 

0.276 

0.276 

0.261 

U.261 

0.247 

0.247 

0.332 

0.623 

0.314 

0.590 

0.298 

0.559 

0.283 

0.529 

3.371 

l.OCo 

0.359 

0.<!49 

0.341 

0.900 

0.324 

0.853 

0.425 

1.4  30 

0.409 

1.358 

0.390 

1.290 

0.371 

1.225 

0.489 

1.918 

0.467 

1.825 

0.446 

1.73b 

0.426 

1.651 

0.556 

2.474 

0.533 

2.358 

0.510 

2.246 

0.488 

2.139 

0.633 

3.107 

0.608 

2.965 

0.583 

2.629 

0.560 

2.699 

0.720 

3.828 

0.693 

3.459 

0.667 

3.496 

0.642 

3.341 

0.820 

4.647 

0.791 

4.450 

0.763 

4.259 

0.736 

4.077 

lo 

V/.933 

5.580 

0.902 

5.352 

0.873 

5.132 

0.844 

4.920 

1.062 

6.642 

1.029 

6.381 

0.998 

6.130 

0.967 

5.888 

1.208 

7.850 

1.174 

T.556 

1.141 

7.271 

1.109 

6.997 

1.375 

9.225 

1.340 

8.896 

1.305 

8.577 

1.272 

8.268 

1.565 

U.789 

1.529 

10.424 

1.493 

10.070 

1.458 

9.726 

1.781 

U.57C 

1.744 

12.168 

1.7C7 

11.777 

1.671 

11.397 

14%  Int. 

14«/4%  Int. 

14"/2%  Int. 

14*%  Int. 

1 

0.233 

w.233 

0.220 

0.220 

0.208 

0.208 

0.197 

0.197 

2 

0.266 

C.5C1 

0.254 

0.474 

0.240 

0.449 

0.228 

0.424 

3 

0.308 

0.809 

0.292 

0.766 

0.278 

0.726 

0.264 

0.688 

4 

0.354 

1.163 

0.337 

1.103 

0.321 

1.047 

0.305 

0.993 

5 

0.407 

1.569 

0.388 

l.«92 

0.370 

1.417 

0.353 

1.347 

6 

0.467 

2.C37 

C.447 

1.S39 

0.426 

1.845 

0.409 

1.756 

7 

0.537 

2.574 

0.515 

2.454 

0.494 

2.340 

0.474 

2.230 

8 

0.617 

3.191 

0.594 

3.C48 

0.571 

2.910 

0.549 

2.779 

9 

J. 710 

3.901 

0.684 

3.732 

0.659 

3.570 

0.635 

3.414 

10 

0.€16 

4.716 

0.768 

4.520 

0.762 

4.331 

0.736 

4.150 

11 

0.S37 

5.654 

0.908 

5.428 

0.880 

5.211 

0.852 

5.002 

12 

1.077 

b.731 

1.046 

6.475 

1.016 

6.227 

0.986 

5.988 

13 

1.238 

7.969 

1.206 

7.680 

1.174 

7.401 

1.142 

7.130 

14 

1.42  3 

9.393 

1.389 

9.069 

1.356 

8.756 

1.322 

8.453 

15 

1.636 

11.028 

1.600 

10.670 

1.566 

10.322 

1.531 

9.984 

15%  Int. 

15%%  Int. 

15'/i%  Int. 

15%%  Int. 

-.186 

0.186 

0.175 

0.175 

0.166 

0.166 

0.156 

0.156 

0.216 

0.401 

0.204 

0.380 

0.193 

0.359 

0.183 

0.339 

0.250 

0.652 

0.238 

0.617 

0.225 

0.584 

0.214 

0.553 

u.291 

0.942 

0.276 

0.893 

0.263 

0.847 

0.250 

0.803 

0.337 

i.2  79 

0.322 

1.215 

C.307 

1.154 

0.292 

1.096 

0.391 

1.671 

0.374 

1.589 

0.358 

1.512 

0.342 

1.437 

0.454 

2.125 

0.435 

2.025 

0.417 

1.929 

J. 400 

1.837 

0.527 

2.65J 

0.507 

2.532 

0.467 

2.416 

0.468 

2.305 

0.612 

3.265 

0.590 

3.121 

C.566 

2.964 

0.547 

2.852 

10 

0.711 

3.975 

0.686 

3.807 

0.662 

3.646 

0.639 

3.491 

0.82  5 

4.800 

0.798 

4.606 

0.773 

4.419 

0.746 

4.239 

0.957 

5.757 

0.929 

5.535 

0.901 

5.320 

0.874 

5.113 

1.111 

6.669 

1.C81 

6.616 

1.051 

6.372 

1.022 

6.136 

1.29C 

«.  159 

1.258 

7.874 

1.227 

7.598 

1.196 

7.331 

1.497 

9.656 

1.464 

9.338 

1.431 

9.029 

1.396 

8.729 
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MEASUREMENTS 


Computing  Square  Feet 

SQ.  FT. 

ACRES 

SQ.  FT. 

ACRES 

SQ.  FT 

ACRES 

SQ.  FT 

ACRES 

1,742,400  . 

1,306,800  . 
871,200  . 
435,600 
392,040  . 
348,480 
304,920 
261,360 

40 

30 

20 

10 

9 

8 

7 

6 

217,800... 
174,240... 
130,680 

87,120.. 

43,560 .... 

39,204 .... 

34,848.. 

30,492... 

5 

4 

3 

2 

1 

0.9 

0.8 

26,136 

21,780 

17,424  

13,068  

8,712 

4,356  

3,920.4  . 

3,484.8 

0.6 

0.5 

0.4 

0.3 

0.2 

0.1 

0.09 

0.08 

3,049.2... 

2,613.6 

2,178 

0.07 

0.06 

0.05 

1,742.4 

1,306.8 

871.2 

435.6 

0.04 

0.03 

0.02 

0.01 

0.7 

Number  of  Various  Lots  per  Acre 

For  the  purpose  of  subdivision,  the  number  of  lots 

per  acre  given  below  must  be  adjusted  to  allow 

for  streets  and  other  dedications. 


LOT 
SIZE 


Approx. 

No.  of  Lot: 

per  Acre 


LOT 
SIZE 


Approx. 

No.  of  Lots 

per  Acre 


LOT 

SIZE 


Approx. 

No.  of  Lots 

per  Acre 


LOT 
SIZE 


Approx. 

No.  of  Lots 

per  Acre 


25  x  100 
25  x  120  . 


.17.42 
14.52 


30  x  100  . 
30  x  120 


14.52 
12.1 


50  x  100 8.71 

50  x  120 7.26 


100  x  100. 
100  x  120 


4.35 
3.63 


Widths  Times  Depths  Equaling  One  Acre 


1   ACRE  EQUALS 

1   ACRE   EQUALS 

l   ACRE   EQUALS 

Length 

Width 

Length 

Width 

Length 

Width 

16.5  ft. 

33. 

50. 

2640.  ft. 
1320. 
871.2 

66.  ft. 
75. 
100. 

660.  ft. 

580.8 

435.6 

132.     ft. 

150. 

208.71 

330.     ft. 

290.4 
208.71 

Price  Per  Acre  Produced  by  Certain  Prices 
Per  Square  Foot 


CENTS  PER 
SQ.  FOOT 


CENTS  PER 
SQ    FOOT 


CENTS  PER 
SQ.  FOOT 


CENTS  PER 
SQ.  FOOT 


U I  435.60 

2  871.20 

3  1,306.80 

4  1,742.40 

5  2,178.00 

6  2,613.60 

7  3,049.20 

8  3,484.80 


9* $3,920.40 

10 4,356.00 

12 5,227.20 

14 6,098.40 

16 6,969.60 

18 7,840.80 

20 8,712.00 

25 10,890.00 


30* $13,068 

35 15,246 

40  17,424 

45  19,602 

50  21,780 

55  23,958 

60  26,136 

65  28,314 


70* $30,492 

75 32,670 

80  34,848 

85  37,026 

90  39,204 

95  41,382 

100 43,560 
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1  Link  =  7.92  Inches 

1  Rod  =  I6V2  Feet 

5^  Yards  =  25  Links 

1  Chain  =  66  Feet  =  4  Rods  =  100  Links 

1  Furlong  =  660  Feet  c=  40  Rods 

1  Mile   =  8  Furlongs  =  320  Rods  =  80  Chains  = 
5280  Feet 

1  Square  Mile  =  1  Section  =  640  Acres 

1  Township  =  36  Sections  or  square  miles 

1   Sq.    Rod  =   272lA  Sq.    Feet  =    30^  Sq.  Yards 

1  Acre  =  43560  Square  Feet 

1  Acre  =  160  Square  Rods 

1  Acre  is  about  208%  Feet  Square 

1  Acre  is  8  Rods  x  20  Rods  (or  any  two  numbers 
of  rods  whose  prdduct  is  160) 

ONE  SECTION  OF  LAND  CONTAINS  ONE  SQUARE  MILE   OR  640  ACRES 


I  INCH  -  200  FEET 


A-220     Financing 


DETERMINING  SQUARE  FOOTAGE 

a  =  area  b  =  base         h  =  height 

Q  SQUARES 


□ 


a=bxh 


(2)  RECTANGLES 


a=bxh 


(3)  PARALLELOGRAMS 

(4-sided  figure  with  parallel  opposite  sides) 


a  =  bxh 


0  TRAPEZOID 

(4-sided  figure  with  only  2  parallel  sides) 


& 


a  =  hx  bj  +  b2 
2 
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(D  TRIANGLES  WITH  90®   ANGLE 

h|    N^  a=%(bxh) 

b 

©  TRIANGLES  WITHOUT  90°   ANGLE 

a=%  (bxh) 


@  CIRCLE 

R  =  radius 


GJX  a  ==  R2  x  3.1416 

«^j         If  radius  is  14  ft., 
J         a  =  14  x  14  x  3. 


1416  =  615.75 


(D  SEGMENT  OF  CIRCLE 

Since  there  are  360°  in  a 

circle,  the  area  of  a  60° 

60  1 


f       ^°\ 


section  is  "350",  or   -g- 
of  the  entire  circle. 


(9)  SEGMENT  OF  CIRCLE 

If  the  radius  and  length  of  an  arc  are  given: 
a  =  length  of  arc  x  %  radius 
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METRIC  MEASUREMENTS  AND  CONVERSIONS 

DISTANCE 

km  =  kilometer  cm  =  centimeter 

m  =  meter  mm  =  millimeter 

dm  =  decimeter 


km 

m 

dm 

cm 

mm 

mile 

yard 

foot 

inch 

1  km 

1 

1000 

10,000 

100,000 

1,000,000 

0.6214 

1,093.64 

3280.9 

1  m 

1 
1000 

1 

10 

100 

1,000 

0.00062 

1.0936 

3.2809 

39.371 

1dm 

1 

1 
10 

1 

10 

100 

0.1094 

0.3281 

3.9371 

10,000 

1  cm 

1 

100 

1 
10 

1 

10 

0.0109 

0.0328 

0.3937 

1  mm 

1 

1000 

1 

100 

1 
10 

1 

0.0033 

0.0394 

1  mile 

1.6093 

1609.33 

1 

1760 

5280 

63360 

lyard 

0.9144 

9.1438 

91.438 

914.38 

1 

3 

36 

lfoot 

0.3048 

3.0479 

30.479 

304.79 

1 
3 

1 

12 

1  inch 

0.0254 

0.254 

2.54 

25.4 

0.0277 

0.0833 

1 

VOLUME 

1  cu.  yd  =  0.7646  cu.  m        1  cu.  m  =  1.308  cu.  yd 
1  cu.  ft.  =  0.0283  cu.  m        1  cu.  m  =  35.31  cu.  ft. 

LIQUID  VOLUME 

10  milliliters  =  1  centiliter  ==  0.338  fluid  ounce 
10  centiliters  =  1  deciliter  =  0.845  liquid  gill 
10  deciliters  =  1  liter  =  1.0567  liquid  quarts 
10  liters  =  1  dekaliter  =  2.6417  liquid  gallons 
10  dekaliters  =  1  hectoliter  =  2.8375  U.S.  bu. 
10  hectoliters  =  1  kiloliter  =  28.375  U.S.  bu. 
(or  stere) 


WEIGHT 


kg  —  kilogram 

1  kg  =  1000  grams 
1  kg  =  2.205  lbs 
lg  =  0.0353  ounce 


g  —  gram 

1  lb  =  0.4536  kg 
1  oz  =  28.35  g 
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DISTANCE  CONVERSIONS 


Centi- 

Centi- 

Inches meters 

meters  Inches 

Feet  Meters 

Meters  Feet 

1 

2.54 

1   .3937 

1   .3048 

1 

3.281 

2 

5.08 

2   .7874 

2   .6096 

2 

6.562 

3 

7.62 

3   1.181 

3   .9144 

3 

9.843 

4 

10.16 

4   1.575 

4   1.219 

4 

13.12 

5 

12.70 

5   1.969 

5   1.524 

5 

16.40 

6 

15.24 

6  2.362 

6   1.829 

6 

19.69 

7 

17.78 

7   2.756 

7   2.133 

7 

22.97 

8 

20.32 

8   3.150 

8   2.438 

8 

26.25 

9 

22.86 

9   3.543 

9   2.743 

9 

29.53 

10 

25.40 

10  3.937 

10  3.048 

10 

32.81 

20 

50.80 

20  7.874 

20  6.096 

20 

65.62 

30 

76.20 

30  11.81 

30  9.144 

30 

98.43 

40 

101.6 

40  15.75 

40  12.19 

40 

131.2 

50 

127.0 

50  19.69 

50  15.24 

50 

164.0 

60 

152.4 

60  23.62 

60  18.29 

60 

196.9 

70 

177.8 

70  27.56 

70  21.33 

70 

229.7 

80 

203.2 

80  31.50 

80  24.38 

80 

262.5 

90 

228.6 

90  35.43 

90  27.43 

90 

295.3 

100 

254.0 

100  39.37 

100  30.48 

100 

328.1 

200 

508.0 

200  78.74 

200  60.96 

200 

656.2 

300 

762.0 

300  118.1 

300  91.44 

300 

984.3 

400 

1016 

400  157.5 

400  121.9 

400 

1312 

500 

1270 

500  196.9 

500  152.4 

500 

1640 

600 

1524 

600  236.2 

600  182.9 

600 

1969 

700 

1778 

700  275.6 

700  213.3 

700 

2297 

800 

2032 

800  315.0 

800  243.8 

800 

2625 

900 

2286 

900  354.3 

900  274.3 

900 

2953 

1000 

2540 

1000  393.7 

1000  304.8 

1000 

3281 

TEMPERATURE 


°F 

°C 

°F 

°C 

°C 

°F 

°C   °F 

10 

-23.0 

90 

32.2 

-20 

-  4 

40  104 

0 

-17.8 

100 

37.8 

-10 

14 

50  122 

10 

-12.2 

110 

43 

0 

32 

60  140 

20 

-  6.7 

120 

49 

5 

41 

80  176 

30 

-  1.1 

130 

54 

10 

50 

100  212 

40 

4.4 

150 

66 

15 

59 

120  248 

50 

10 

200 

93 

20 

68 

150  302 

60 

15.6 

300 

149 

25 

77 

180  356 

70 

21.1 

400 

204 

30 

86 

200  392 

80 

26.7 

500 

260 

35 

95 

250  482 
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DISTANCE  CONVERSIONS 


Kilo- 

Kilo- 

Yards   Meters 

Meters   Yards 

Miles 

meters 

meters    Miles 

1      .9144 

1      1.094 

1 

1.609 

1      .6214 

2      1.829 

2      2.188 

2 

3.218 

2      1.243 

3      2.743 

3      3.282 

3 

4.828 

3      1.864 

4      3.658 

4      4.376 

4 

6.437 

4      2.486 

5      4.572 

5      5.470 

5 

8.047 

5      3.107 

6      5.486 

6      6.564 

6 

9.656 

6      3.728 

7      6.401 

7      7.658 

7 

11.27 

7      4.350 

8      7.315 

8      8.752 

8 

12.87 

8      4.971 

9      8.230 

9      9.846 

9 

14.48 

9      5.592 

10     9.144 

10     10.94 

10 

16.09 

10     6.214 

20     18.29 

20     21.88 

20 

32.18 

20     12.43 

30     27.43 

30     32.82 

30 

48.28 

30     18.64 

40     36.58 

40     43.76 

40 

64.37 

40     24.86 

50     45.72 

50     54.70 

50 

80.47 

50     31.07 

60     54.86 

60     65.64 

60 

96.56 

60     37.28 

70     64.01 

70     76.58 

70 

112.7 

70     43.50 

80     73.15 

80     87.52 

80 

128.7 

80     49.71 

90     82.30 

90     98.46 

90 

144.8 

90     55.92 

100    91.44 

100    109.4 

100 

160.9 

100    62.14 

200    182.9 

200    218.8 

200 

321.8 

200    124.3 

300    274.3 

300    328.2 

300 

482.8 

300    186.4 

400    365.8 

400    437.6 

400 

643.7 

400    248.6 

500    457.2 

500    547.0 

500 

804.7 

500    310.7 

600    548.6 

600    656.4 

600 

965.6 

600    372.8 

700    640.1 

700    765.8 

700 

1127 

700    435.0 

800    731.5 

800    875.2 

800 

1287 

800    497.1 

900    823.0 

900    984.6 

900 

1448 

900    559.2 

1000  914.4 

1000    1094 

1000 

1609 

1000  621.4 

FRACTIONAL  EQUIVALENTS 

Fractiona 

Decimal 

Fractional 

Decimal 

Inches 

Inches 

MM 

Inches 

Inches 

MM 

He 

.0625 

1.587 

%6 

.5625 

14.287 

% 

.1250 

3.175 

% 

.6250 

15.875 

%6 
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AREA  CONVERSIONS 
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50 
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60 

387.1 
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60 
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60 
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70 
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70 

58.53 
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80 
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80  12.40 

80 
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80 

95.68 

90 
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90 
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300  46.50 

300 
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400 
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400  62.00 
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334.4 
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500  77.50 
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752.5 
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1000  155.0 
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836.1 

1000 

1196 

AREA 

1  sq.  mile  =  2.59  sq.  km 

1  acre  =  4068.8  sq.  m 

1  sq.  yd.  =  0.836  sq.  m 

1  sq.  ft.  =  0.0929  sq.  m  =  929  sq.  cm 
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To  receive  advance  notice  of  the 
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please  e-mail  your  name  and  address 

to  robertdeheer@earthlink.net 

For  updates  to  the  current  edition, 

visit  the  Bluebook  Web  Page  at 

www.  realtybluebook.  com. 
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MODERN  TECHNOLOGY 

A  New  Era  of  Marketing 
Real  Estate 

Technology  has  had  a  huge  impact  on  the  real  estate 
industry.  Using  computers,  faxes,  electronic  mail,  cel- 
lular telephones,  pagers,  personal  Digital  assistants 
(PDA's),  and  time/management  software,  an  agent 
can  with  accuracy  produce  much  more  in  less  time 
than  ever  before. 

A  set  of  surveys  conducted  by  the  National  Asso- 
ciation of  Realtors®  (NAR)  divided  brokers  into 
high,  average,  and  low-technology  users.  The  survey 
shows  that  high-technology  users  earned  more  than 
twice  as  much  as  low  or  infrequent  users  ($57,100 
vs.  $26,200).  Among  top  producers,  high-tech  users 
had  incomes  that  were  73%  higher  than  their  low-tech 
counterparts  ($179,000  vs.  $104,400). 

Through  a  recent  e-mail  survey,  NAR's  Center  for 
Technology  found  that  60%  of  members  now  have 
Web  sites,  either  their  own  or  their  brokerage  firm's. 
The  survey  group  reported  nearly  100%  use  of  com- 
puters, with  members  using  a  combination  of  home 
and  office  desktop  and  laptop  computers. 

Approximately  94%  of  those  responding  said  they 
use  e-mail  for  business  and  85%  use  digital  cameras. 

The  rapid  invasion  of  the  Internet  is  perhaps  the 
biggest  catalyst  for  change  in  the  real  estate  industry. 
National  and  regional  Internet  real  estate  directories 
publish  hundreds  of  thousands  of  properties  listed  for 
sale  by  brokers  and  multiple-listing  services.  Public 
access  to  these  directories  weakens  the  proprietary 
hold  on  property  information  heretofore  held  by  mul- 
tiple-listing services.  While  the  sum  total  of  properties 
for  sale  still  far  exceeds  those  published  on  the  Inter- 
net, national  and  regional  real  estate  directories  on 
the  Net  may  in  fact  go  on  to  assume  the  function  so 
far  performed  by  multiple-listing  services. 
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Does  this  mean  real  estate  brokers  are  no  longer 
needed?  Far  from  it.  Today's  complex  analysis,  legal, 
and  inspection  requirements  demand  the  expertise  of 
the  professional  more  than  ever. 

Millions  of  homebuyers  and  sellers  connect  to  the 
Internet  and  the  numbers  grow.  As  real  estate  bro- 
kerage firms  and  individual  agents  publish  properties 
for  sale  on  the  Internet,  buyers  in  growing  numbers 
search  the  Net  and  contact  them  and  agents  for  infor- 
mation on  their  listings.  The  time  is  approaching  rap- 
idly when  the  Internet  will  be  the  premier  medium 
for  matching  the  needs  of  buyers  and  sellers.  In  fact, 
it  may  be  one  of  the  most  logical  marketing  functions 
the  Internet  has  yet  encountered. 

How  Successful  Agents 
Use  Technology 

A  top  producer  uses  specialized  computer  programs 
that  may  include  a  contact  management  system  to 
track  communication  with  clients  and  customers,  as 
well  as  all  of  the  tasks  mentioned  hereafter. 

A  top  producer  may  also  purchase  individually  a 
database  and/or  processing  program  to  create  mass 
mailings  to  prospects;  a  desktop  publishing  program 
to  create  custom  marketing  materials;  a  presentation 
program  for  creating  print  CMAs  and/or  electronic 
presentations;  a  bookkeeping  system  to  keep  track 
of  income,  expenses,  budgets,  and  other  financial 
aspects;  and  electronic  mail  to  communicate  rapidly 
with  clients  and  brokers. 

Although  the  real  estate  profession  is  still  in  its 
infancy  on  the  Internet,  a  growing  number  of  enter- 
prising professionals  are  using  e-mail  (electronic 
mail)  and  the  Internet  with  remarkable  success.  Many 
have  created  their  own  Web  sites  to  reach  out  to  more 
than  100  million  people  around  the  world  browsing 
the  Net. 

The  following  examples  are  just  a  few  of  the  many 
everyday  experiences  from  the  business  life  of  real 
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estate  agents  who  use  the  Net  and  e-mail  as  regular 
tools  to  communicate  with  clients  and  colleagues. 

•  Agent  Carol  Sellmore  receives  an  e-mail  inquiry 
from  a  prospective  buyer  about  one  of  the  listings 
shown  on  her  Web  site.  Within  less  than  an  hour's 
time  she  replies  by  e-mail  and  attaches  a  descrip- 
tion of  the  property  with  pictures  and  information 
on  school  districts  and  public  transportation. 

•  Realtor  Harold  Bold  has  set  up  an  e-mail  network 
with  out-of-state  brokers.  When  a  referral  comes 
in,  he  e-mails  an  acknowledgment  with  a  referral 
agreement  attached  by  simply  clicking  the  reply 
button,  then  sends  an  introductory  e-mail  to  the 
client  with  initial  relocation  data.  It's  all  done  in 
a  matter  of  minutes. 

•  During  a  listing  interview,  Herb  Toplister-well 
prepared  with  his  laptop  computer  and  modem 
connected  to  his  cell  phone-shows  the  prospec- 
tive seller  comparable  properties  on  several  Web 
sites.  Excited  by  Herb's  efficiency,  the  sellers  want 
to  know  if  he  would  show  a  picture  of  their  home 
on  his  Web  site  as  well  when  they  list  with  him. 

If  you  are  considering  joining  this  group  of  suc- 
cessful professionals,  here  is  a  simple  roadmap  to 
follow. 

GET  YOUR  OWN  LAPTOP  COMPUTER  WITH 
MODEM  &  CELLPHONE 

GET  THE  SOFTWARE  YOU  NEED 

4/ 

CONNECT  TO  THE  INTERNET  &  INSTALL  A 
BROWSER  (LIKE  NETSCAPE) 

USE  E-MAIL  TO  COMMUNICATE 

SEARCH  THE  INTERNET  FOR  PROPERTIES 

4/ 

BUILD  YOUR  OWN  WEB  SITE 

Modern  Technology    B-3 


II 


The  Hardware  You  Need 

•  Computer:  Laptop  or  notebook  computers  have 
the  benefit  of  portability  compared  to  a  desktop 
system.  As  an  agent,  it  is  a  distinct  advantage  hav- 
ing the  computer  in  the  field,  at  listing  interviews, 
discussing  properties  with  buyers,  and  for  e-mail 
communication,  outweighing  no  doubt  the 
advantage  of  a  larger  keyboard  and  display  in  a 
desktop  system. 

•  Modem:  Modern  laptops  with  internal  modems 
can  easily  connect  to  other  computers  or  the 
Internet  via  a  telephone  line  (cellular  telephone), 
cable,  DSL,  or  satellite.  This  enables  you  to  down- 
load listings  from  MLSs,  regional  networks,  or  the 
Internet;  download  forms  from  an  office  network; 
and  communicate  with  e-mail.  The  modem  should 
be  the  fastest  model  available  to  optimize  the 
transmission  speed.  It  may  be  a  USB  modem  pro- 
vided to  you  by  your  Internet  service  provider. 

•  CD  drive:  The  laptop  should  have  a  floppy  drive 
and  CD-RW  (compact  disc-rewritable)  drive  to  use 
as  a  backup  and  storage  media  and  for  saving  pre- 
sentations that  may  well  exceed  the  space  allowed 
on  a  floppy  disk. 

•  Back-up  system:  Backing  up  vital  data  on  your 
computer  is  easy  and  fast  with  modern  Iomega 
Jaz  drives. 

•  Printer:  A  laser  or  ink  jet  printer  is  indispensable. 

•  Scanner:  A  scanner  imports  documents  and  pic- 
tures into  the  computer. 

•  Digital  Camera:  A  digital  camera  allows  instan- 
taneous access  to  pictures,  which  enables  agents 
to  create  listing  presentations;  upload  pictures  to 
MLS  and  their  own  Web  sites  for  quick  public 
access;  and  to  create  printed  materials  for  mar- 
keting and  current  listings. 

The  Internet  is  the  ideal  way  to  compare 
prices,  performance,  and  features  of  the  latest 
computer  products  on  the  market,  such  as  on 
www.channeIonline.com. 
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The  Software  You  Need 

Programs  that  perform  tasks  on  a  computer  are 
called  "software."  Some  basic  specialized  software  for 
real  estate  professionals  are  listed  below: 

•  Word  processing:  For  preparing  and  editing  let- 
ters, documents,  promotional  material,  and  so 
forth.  The  most  popular  programs  include 
Microsoft  Word  and  WordPerfect. 

•  Spread  sheet:  For  preparing  financial  data,  amor- 
tization schedules,  statistics,  charts,  and  more. 
The  most  popular  programs  include  Excel,  Lotus 
1-2-3,  and  Quattro  Pro. 

•  Bookkeeping:  For  personal  finances,  check  reg- 
isters, budgets,  financial  reports,  check  writing, 
electronic  bill  payments,  online  banking,  and 
other  functions.  The  market  leader  is  Quicken; 
other  programs  include  Managing  Your  Money 
and  Microsoft  Money.  Accounting  systems  for 
businesses  include  Peachtree  Accounting  and 
Quick  Books  Pro. 

•  Database:  For  maintaining  contact  information, 
and  for  preparing  mailing  and  other  lists  and 
records  that  can  be  sorted  by  many  different  char- 
acteristics. Popular  programs  include  dBASE, 
Access,  and  Paradox. 

•  Presentation  programs:  For  preparing  listing  and 
sales  presentations.  Beautiful  color  graphics, 
moving  charts,  and  sound  bring  excitement  to  the 
presentation.  Outstanding  programs  include 
PowerPoint,  Freelance,  Harvard  Graphics,  and 
Astound. 

•  Contact  management  software:  Functions  include 
mailings,  client  follow-up,  CMA  preparation,  pre- 
sentations, flyers,  postcards,  database  manage- 
ment, desktop  publishing,  and  other  items.  Time 
management  systems  are  key  production  enhanc- 
ers. Agents  with  these  programs  are  ready  to 
present  the  most  professional  material  available 
to  the  consumer.  Those  without  such  programs 
may  find  themselves  at  a  disadvantage  in  a  com- 
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petitive  marketplace.  Outstanding  programs 
include:  Top  Producer,  Realty  2000,  Super  CMA, 
Prep  Software,  Act!  For  Windows,  and  others. 

Connecting  To  the  Internet 

The  Internet,  or  Net  for  short,  is  a  world-wide  network 
of  computers  connected  by  telephone  lines.  The  Net 
is  also  referred  to  as  the  World  Wide  Web. 

To  access  the  Internet  you  need  a  computer,  an 
account  with  an  Internet  service  provider  (ISP),  and 
a  browser.  At  the  very  minimum,  the  internet  service 
provider  furnishes  you  with  communications  soft- 
ware and  an  e-mail  address.  All  ISPs  provide  technical 
support  to  get  you  going.  In  addition  to  commercial 
online  services,  such  as  America  Online,  Prodigy,  or 
Compu-Serve,  there  are  local  Internet  service  provid- 
ers. ISPs  generally  can  be  found  in  the  Yellow  Pages 
under  the  heading  "Internet  access." 

Persons  who  wish  to  publish  information  on  the 
Internet  may  do  so  by  creating  a  Web  site-a  compi- 
lation of  a  home  page  and  subsequent  pages  within 
a  site.  Once  you  have  accessed  a  home  page  (the  first 
page  of  a  Web  site)  you  can  jump  to  other  pages  of 
the  site  at  a  click  of  the  mouse.  Each  Web  site  has  a 
unique  numeric  address,  called  URL  (Universal 
Resource  Locator),  but  better  remembered  by  a 
domain  name.  Most  domain  names  start  with  "www," 
are  followed  by  a  unique  name  that  identifies  the  Web 
site  on  the  Internet,  and  end  with  a  three  letter  exten- 
sion that  denotes  the  type  of  site  it  is.  Typical  domain 
names  are: 

www.reaItor.com 

www.realtor.org 

www.  federalreserve.gov. 

Web  browsers,  such  as  Netscape  Navigator  and 
Microsoft's  Internet  Explorer  are  used  to  retrieve 
Web  sites  from  the  Net 

Imagine  20  years  ago  having  to  open  your  phone 
book  (your  computer  now)  to  the  yellow  pages  (your 
browser)  and  driving  to  the  company  you  located 
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{their  Web  site's  home  page).  Now  imagine  opening 
their  door  {clicking  the  navigation  links  on  the  home 
page)  to  see  their  showroom,  aisles  of  products,  and 
the  cash  register  {their  additional  Web  pages  with 
product  lists  and  a  shopping  cart  to  a  secure  online 
payment  center). 

Welcome  to  the  Internet 

E-mail  (Electronic  Mail) 

Electronic  mail,  or  e-mail,  is  your  personal  commu- 
nication vehicle  in  the  world  of  the  Net 

To  send  or  receive  e-mail  messages  you  need  an 
e-mail  address,  provided  by  your  Internet  service  pro- 
vider when  opening  an  Internet  account  Once  you 
have  your  address  you  can  communicate  via  e-mail 
with  anyone  who  has  an  e-mail  address.  It  is  important 
for  every  agent  in  a  real  estate  office  to  have  his  or 
her  own  e-mail  address. 

A  typical  e-mail  address  consists  of  a  user's  name 
followed  by  the  @  symbol,  the  host  name  of  the  ISP 
followed  by  a  period,  and  a  three  letter  identifier  (e.g., 
com).  An  e-mail  address  generally  is  written  in  all 
lower  case,  such  as:  johnemailer@bestprovider.com. 

Advantages  of  E-mail: 

•  Being  able  to  reach  the  other  side  of  the  world 
in  minutes  is  one  advantage  over  regular  mail 
(snail  mail). 

•  You  can  send  attachments  that  consist  of  docu- 
ments, pictures,  and  listings,  to  name  a  few. 

•  You  send  your  message  when  it's  convenient  and 
set  the  computer  to  send  you  a  receipt  when  they 
receive  it.  Your  recipients  respond  at  their  con- 
venience by  simply  clicking  the  reply  button.  No 
more  telephone  tag. 

•  E-mail  lets  you  exchange  vast  amounts  of  mail  and 
attachments  for  only  pennies.  No  more  huge  tele- 
phone bills  or  postage  stamps,  envelopes,  and 
labels. 
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What  E-mail  Can  Do  for  You-It  Lets  You  . . . 

•  communicate  with  buyers,  send  them  information 
about  your  listings,  even  attach  photos; 

•  keep  sellers  informed  about  market  activity; 

•  handle  relocation  referrals  promptly; 

•  follow  up  on  closing  activities  with  title  and  escrow 
companies,  lenders,  appraisers,  and  inspectors; 

•  receive  and  send  inspection  reports,  closing  doc- 
uments, and  letters; 

•  promote  your  listings  with  other  brokers; 

•  use  mail  lists  to  search  for  buyers  or  properties. 

Newsgroups 

A  newsgroup  is  a  collection  of  messages  with  a 
related  theme,  stored  in  a  host  system  that  everybody 
with  an  account  on  the  system  can  access.  No  matter 
how  many  people  actually  read  a  given  message,  each 
host  system  has  to  store  only  one  copy  of  it  Think 
of  it  as  a  bulletin  board.  Subscribers  to  a  real  estate 
newsgroup  are  likely  to  be  brokers  and  agents  inter- 
ested in  promoting  listings,  looking  for  exchange 
properties,  discussing  a  topic,  or  the  general  public 
looking  for  information  about  selling  a  home  or  enter- 
ing the  real  estate  field.  Our  MLS  has  a  similar  type 
of  bulletin  board.  In  most  cases  when  you  sign  on  to 
the  MLS,  there  are  messages  from  the  MLS  staff  to 
you  about  new  rules,  education  courses,  etc.  The  MLS 
puts  one  message  in  their  system  and  all  those  who 
have  access  see  that  message.  You  can  generally  find 
newsgroups  through  your  local  ISP. 

A  newsgroup  is  not  to  be  confused  with  a  mail 
list.  In  a  newsgroup,  messages  go  to  a  central  location 
(bulletin  board)  for  each  subscriber  to  access  and 
read.  In  a  mail  list  each  message  goes  to  every  one 
of  the  subscribers  and  is  received  in  their  e-mail  inbox. 

Search  Engines 

A  search  engine  is  a  Web  site  maintained  by  an 
organization  whose  business  is  to  search  for  specific 
information  provided  by  one  or  more  Web  sites  on 
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the  Internet.  Like  a  librarian,  a  search  engine  assists 
in  guiding  you  through  a  maze  of  information  to  find 
what  you  are  looking  for.  Imagine  looking  for  a  book 
(a  topic  to  search  for)  in  the  card  catalog  {a  search 
engine),  and  going  to  the  shelf  (the  link  to  the  Web 
site)  to  get  the  information  you  are  looking  for. 

Some  of  the  major  search  engines  include  Yahoo, 
Google,  Infoseek,  Lycos,  Excite,  and  Alta  Vista. 

To  use  a  search  engine  you  access  their  site  by 
typing  www.yahoo.com,  for  example.  On  the  search 
engine  home  page  there  is  a  place  to  type  in  the  key- 
word for  the  information  you  are  looking  for  and  a 
Search  button. 

Listed  below  are  important  Web  addresses  pro- 
viding real  estate-related  news  and  information. 
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Real  Estate  Directories 

www.  cyberhomes.  com 

www.homes.com 


www.  homescout.  com 


Homes  for  sale  by 
state 

Find  homes  and 
apartments;  agents 
and  brokers-home 
services;  compare 
mortgage  rates 

Find  and  compare: 
Realtors®;  homes; 
prices;  mortgages 
http://list.realestate.yahoo.com  Real  estate  directory 

for  buyers  and  sellers 
www.netprop.com  Hub  of  links  to  a 

myriad  of  real  estate 
resources  on  the 
Internet 

A  do-it-yourself  site 
for  home  buyers  and 
sellers 


www.owners.com 


www.realtor.com 


NAR's  comprehens- 
ive real  estate  listing 
directory 
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Real  Estate-Related  Web  Sites 


www.  creditscoring.  com         Credit  Scoring,  a  tool  in 

streamlining  mort- 
gage underwriting, 
developed  by  Fair 
Isaac  Co.  (FICO) 

www.inman.com  Real  estate  news  and 

analysis 

www.internetsolutions.com  Domain  registration 

and  management  of 
Web  sites 


www.ired.com 


www.  monster  moving,  com 


www.rebac.net 


The  International  Real 
Estate  Digest  (IRED) 
is  a  comprehensive 
index  of  real  estate 
sites  and  topics, 
broken  down  into  a 
directory  of  real  estate- 
related  Web  links  and 
sites  (lenders,  build- 
ers, associations,  soft- 
ware, etc.),  properties 
for  sale,  and  buyers 
seeking  sellers.  News 
and  features  target  the 
industry  as  well  as  con- 
sumers of  real  estate. 

Any  type  of  assistance 
for  people  intending  to 
move 

The  Real  Estate  Buyer's 
Council  of  NAR 
focuses  specifically  on 
representing  the  real 
estate  buyer 
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www.  realtor,  com/ 
marketing 


www.realtor.org 

www.  realtor,  org/ 
rmomag.  nfs/pages/ 
AskMrlnternet? 


www.  realtybluebook.  com 


www.  reverse,  org/ 
NCHEC.htm   . 


http://webopedia.  com 


Agent  and  office 
products;  broker 
solutions;  marketing 
tool  box 

Information  and  tools 
for  NAR  audiences 

Mr.  Internet  is  the  alter- 
ego  of  Michael  Russer, 
an  Internet  speaker, 
trainer,  author,  and 
consultant  Send 
questions  to  help© 
askmrinternet.  com 

Shows  detailed  con- 
tents of  current 
edition  of  Realty 
Bluebook  plus 
updated  material 
between  printings 

National  Center  For 
Home  Equity  Conver- 
sion 

The  only  dictionary  and 
search  engine  you 
need  for  computer 
jargon  and  Internet 
technology 
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Real  Estate  Software 


http://communityzero.com 


www.  eneighborhoods.  com 


www.gotomypc.  com 


www.guisoftware.  com/ 
iehome.htm 

www.homeseekers- 
software.com 


www.prepsoftware.  com 


www.  topproducer.  com 


http://whalemail.  com 


This  interactive  Web  site 
allows  a  group  of  people 
to  communicate  and 
exchange  information 
over  the  Internet  in  their 
own  private  and  secure 
area;  great  for  work  with 
assistants 

e-farming;  neighborhood 
demographics;  listing 
presentations 

GoToMyPc:  access  and 
control  your  computer 
from  ANYWHERE 

Gui's  Real  Forms 


Access  to  most  MLS 
systems;  relocation; 
CMA;  formulator  forms; 
maps;  Web  sites 

Multimedia  presenta- 
tions; prospecting 
correspondence  tools 
connected  to  your 
database;  financial 
aspects  of  transactions 

Comprehensive  real 
estate  sales  and 
marketing  system 

Move  BIG  files  FAST 
from  your  browser; 
great  for  working  with 
assistants 


B-12     High-Tech  Selling 


Your  Own  Web  Site 

There  are  untold  success  stories  of  real  estate 
agents  whose  business  skyrocketed  as  a  direct 
result  of  having  their  own  Web  site. 

Reasons  for  having  your  own  individual  Web  site 
(independent  of  the  company  site): 

•  New  construction  sites  allow  you  to  showcase 
floor  plans  for  your  buyers  to  choose  from. 

•  Any  e-mail  inquiries  come  directly  to  you. 

•  Your  own  Web  site  establishes  your  name  in  the 
marketplace.  It  gains  not  only  buyers,  but  also 
sellers. 

•  Your  own  Web  site  affords  you  the  opportunity 
to  tell  your  story  as  only  you  can  tell  it,  including 
your  personal  profile,  what  past  clients  have  to 
say,  your  past  record,  plus  active  listings,  reloca- 
tion tips,  and  more. 

•  If  you  have  your  own  Web  site,  buyers  shopping 
the  Internet  are  like  walk-ins. 

•  As  a  relocation  specialist,  your  own  Web  site  is  a 
necessity. 

How  To  Acquire  Your  Own  Web  Site 

In  order  to  have  your  own  web  site  you  need  to  con- 
sider the  following: 

1.  You  must  have  a  unique  domain  name.  You  can 
access  a  domain  name  service  company,  like 
www.internetsolutions.com,  and  check  which 
domain  names  are  still  available. 

2.  Find  a  host  company-a  company  that  will  allow 
you  to  rent  part  of  their  computer  space  that  can 
be  accessed  by  those  surfing  the  Internet.  This 
could  be  the  same  company  you  currently  use 
as  an  Internet  service  provider. 

3.  Consider  the  goals  of  your  Web  site  and  research 
current  sites  to  find  styles  you  like.  You  can  usu- 
ally find  a  link  to  the  designer  of  a  Web  site  you 
like  at  the  bottom  of  the  home  page. 

4.  Decide  on  a  budget.  Building  and  maintaining 
your  own  page  requires  a  considerable  invest- 
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ment  in  time  and  money  and  may  not  turn  out 
to  be  the  site  you  envisioned.  Your  time  is  better 
spent  selling  real  estate. 

5.  Most  commercial  Internet  service  providers  and 
some  regional  real  estate  networks  offer  a  very 
basic  skeleton  Web  site  for  a  small  monthly  fee. 
These  are  called  template  sites.  If  none  of  the 
local  providers  offers  a  site  geared  to  real  estate, 
ask  one  of  them  to  create  one,  which  should 
include  information  of  interest  to  home  buyers, 
such  as  the  location  of  schools  and  available  com- 
munity services.  Most  agents  find  this  the  most 
cost-effective  alternative. 

6.  The  National  Association  of  Realtors1  offers 
Web  sites  to  member  agents  that  are  linked  to 
the  listings  shown  on  realtor.com.  Access 
www.realtor.com  and  follow  the  links  to  the  I- 
Lead  marketing  area  for  more  information. 

7.  Creative  Web,  a  division  of  Alta  Vista  Technol- 
ogy, Inc.,  designs  and  maintains  Web  sites.  Con- 
tact 800-480-ALTA,  or  FAX  408-364-8778.  E- 
mail:  sales@altavista.com 

8.  a  fully  customized  Web  site  designed  by  a  pro- 
fessional Web  designer,  though  costly  and 
though  it  may  take  several  months  to  complete, 
should  produce  the  most  successful  type  of  site. 
You  may  find  Web  site  designers  in  the  Yellow 
Pages  under  the  heading  "Web  Site  Design  Ser- 
vice." 

Important  Features  To  Include  on  Your  Web  Site 

Several  features  are  important  to  include  on  your 
Web  site: 

•  Prominently  display  your  telephone  number,  fax 
number  street  address,  and  your  broker's  name 
(which  may  be  required  by  state  regulations  or 
your  MLS  to  be  more  prominent  than  your  name). 

•  Provide  a  link  to  your  e-mail  page  to  make  it  easy 
for  people  to  communicate  with  you. 
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•  With  a  Web  site  you  can  win  buyers  by  including 
an  e-mail  link  to  a  personal  home  profile  ques- 
tionnaire that  effectively  says  "tell  me  what  you're 
looking  for." 

•  Offer  something  that  gives  a  prospective  buyer  or 
seller  an  incentive  to  contact  you. 

•  In  addition  to  listings,  your  Web  site  should 
include  information  about  schools,  community, 
area,  home  buyer  tips,  relocation  tips,  the  market 
and  other  noteworthy  data.  Provide  such  infor- 
mation yourself;  relying  on  links  to  other  sites 
invites  visitors  to  exit  yours. 

•  By  using  a  digital  camera  to  produce  pictures  of 
your  listings,  your  Web  site  becomes  a  more  pow- 
erful marketing  tool. 

•  Relate  your  story:  your  personal  profile;  your 
technology;  what  past  clients  have  to  say;  your 
past  record. 

Ways  To  Market  Your  Web  Site 

You  can  market  your  Web  site  through  several  chan- 
nels: 

•  Your  listing  signs 

•  E-mail  campaign  to  your  business  base 

•  Buyers  surfing  the  Net  rely  on  search  engines.  Get 
your  Web  site  listed  in  as  many  search  engines 
as  possible.  Companies  exist  that  will  submit  your 

•  Web  site  to  a  number  of  search  engines  at  a  rea- 
sonable cost,  including  a  service  named  Submit- 
It  (http://www.submit-it.com). 

•  NAR  is  a  great  resource  for  information  on  Web 
development  and  marketing  on  the  Internet 

•  Print  your  URL  and  e-mail  address  on  your  busi- 
ness card,  letterhead,  For  Sale  sign,  license  plate 
frame,  etc.  Include  your  URL  in  your  e-mail  sig- 
nature. Any  postcards  you  mail  should  have  your 
URL  and  e-mail  address.  Announce  your  URL  to 
your  newsgroup  and  in  your  mail  lists. 
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LISTING  TECHNIQUES 

Prerequisites  for  Success 
Important  Personal  Attributes 

•  Cultivate  a  positive  attitude  about  yourself  and  a 
genuine  interest  in  people. 

•  Show  confidence  in  your  ability  to  market  real 
estate.  Be  enthusiastic  about  your  company  and 
real  estate  in  general.  Your  enthusiasm  affects  your 
clients  and  creates  a  good  business  atmosphere. 
(How  can  a  client  possibly  be  excited  about  a  prop- 
erty if  you,  the  expert,  are  just  lukewarm  about  it?) 

•  Be  relaxed. 

•  Address  people  by  their  names-pronounced  cor- 
rectly! Ask  if  in  doubt 

•  Address  people  by  their  first  names  only  with  per- 
mission. 

•  Maintain  good  eye  contact. 

•  Be  a  good  listener.  Find  out  what  the  other  person 
wants  and  help  him  or  her  find  the  best  way  to 
get  it.  Show  understanding  of  clients'  problems. 

•  Always  be  prompt;  if  delayed,  be  sure  to  call  to 
apologize. 

•  Be  tactful  and  courteous  at  all  times. 

•  Be  honest  and  fair  to  all  parties  involved  in  the 
transaction. 

•  Look  good. 

Listing  Goals 

Striving  toward  a  goal  makes  your  listing  efforts  more 
exciting  and  more  effective. 

1.  Begin  by  setting  a  goal  of  the  annual  income  you 
plan  to  earn  from  your  listing  efforts,  taking  into 
account  how  much  of  your  total  real  estate  effort 
you  plan  to  devote  to  listing. 

2.  Calculate  the  number  of  properties  you  need 
to  list  per  year  in  order  to  achieve  your  goal 
by  using  the  formula  in  the  example  shown 
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below,   substituting  your   own   numbers   for 
income  goal  and  commission  splits. 


A. 

Listing  income  goal: 

$  50,000 

B. 

Average  sale  price: 

140,000 

C. 

Average  seller's  commission:  6% 

of  B 
Listing  broker's  commission*:  50% 

D. 

ofC 
Average  agent's  share:  60%  of  D 
Average  agent's  commission: 

E. 

F. 

BxCxDxE 

$140,000  x  0.06  x  0.5  x  0.6 

2,520 

G. 

Average  percentage  of  listings  sold: 
Number  of  listings  needed  per  year: 
A-F-s-G 

60% 

$50,000  *•  $2,520  *  0.6 

33 

Therefore,  you  need  to  list  33  properties  per  year 
in  order  to  attain  your  goal  of  $50,000  in  listing  com- 
missions. 

*Based  on  co-op  sales. 

Time  Mangement 

Distinguish  Serious  Sellers  from 
Maybe  Sellers 

Identify  maybe  sellers  quickly  or  you'll  waste  pre- 
cious time. 

•  Real  sellers  have  specific  reasons  for  selling 
(transfer,  retirement,  marriage,  birth,  divorce, 
death,  financial,  tax). 

•  Real  sellers  have  a  time  frame  for  selling  (transfer, 
closing  date  of  new  home). 

•  Real  sellers  accept  the  concept  of  fair  market 
value  (as  opposed  to  maybe  sellers  who  sell  only 
if  they  get  their  price). 

•  Real  sellers  cooperate  in  providing  needed  20 

•  documentation  and  disclosures  (as  opposed  to 
maybe  sellers  who  balk  at  such  inconvenience). 
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Distinguish  Serious  Buyers 
from  Shoppers 

•  Serious  buyers  are  motivated,  ready,  willing,  and 
able  to  enter  into  and  fulfill  a  contract. 

•  Serious  buyers  are  prompt  and  forthright  in  pro- 
viding needed  information  (for  loan  qualification, 
family  needs,  etc.). 

•  Serious  buyers  have  specific  reasons  for  buying. 

•  Serious  buyers  have  a  time  frame  for  buying  a 
home. 

•  Serious  buyers  accept  the  concept  of  fair  market 
value. 

Prioritize  Your  Work 

•  List  your  activities  in  priority  groups  (A,  B,  C,  etc.) 
in  the  order  of  importance. 

•  Schedule  the  majority  of  your  time  for  contacts 
with  clients  and  prospective  buyers. 

•  If  possible,  delegate  unproductive  detail  work  to 
hired  assistants. 

•  Every  evening,  prepare  a  priority  list  of  tasks  for 
the  next  day. 

•  Check  your  priority  list  often,  especially  between 
appointments  and  during  lulls  in  your  business 
day. 

•  Always  carry  productive  reading  material  in  case 
you  are  kept  waiting,  or  bring  your  laptop  to 
accomplish  detail  work  that  you  may  not  other- 
wise find  the  time  to  do. 

Farming 

Two  Types  of  Farms 

There  are  two  types  of  farms: 

1.  Territorial  or  geographical  farm.  The  objective 
of  territorial  farming  is  to  build  a  clientele 
through  a  concentrated  effort  in  a  limited  geo- 
graphic territory  in  which  the  agent  develops  an 
expertise. 
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2.  Social  or  sphere  of  influence  farm.  In  social  farm- 
ing, the  agent  concentrates  listing  efforts  within 
social  groups  or  organizations  in  which  he  or  she 
is  extremely  active. 

Considerations  in  Selecting  a 
Territorial  Farm 

There  are  several  factors  to  consider  when  selecting 
a  territorial  farm: 

•  Turnover  in  the  territory 

•  Average  selling  price  in  the  territory 

•  Whether  you  can  relate  easily  to  the  people  in  the 
farm  or  share  similar  interests 

•  Competition  from  other  agents.  If  you  see  a  num- 
ber of  different  real  estate  signs  in  the  territory, 
you  may  assume  that  no  agent  has  as  yet  been 
able  to  establish  a  beachhead.  However,  if  the 
signs  of  one  broker  are  dominating  the  territory, 
you  are  probably  up  against  considerable  compe- 
tition. 

•  In  a  new  subdivision,  you  will  find  less  competi- 
tion than  in  a  more  established  neighborhood, 
but  you  may  have  to  wait  a  few  years  for  the  first 
listings. 

Establishing  the  Size  of  a  Farm 

Limit  the  farm  to  a  number  of  properties  that  make 
in-person  contacts  feasible  every  four  to  six  months 
and  telephone  contacts  every  three  months.  Between 
150  to  400  homes  should  be  an  acceptable  range 
depending  on  these  factors: 

1.  The  number  of  listings  you  expect  your  farm  to 
yield.  The  example  under  the  heading  Listing 
Goals  shows  33  listings  per  year  to  achieve  a 
$50,000  annual  listing  income  from  all  sources. 
Estimate  how  many  of  these  listings  you  expect 
to  come  from  farming  and  how  many  from  other 
sources. 


Listing  Tech n  iques    B  - 1 9 


2.  The  turnover  rate  of  the  farm.  Compute  the  turn- 
over rate  by  dividing  the  number  of  homes  sold 
during  the  previous  year  in  the  MLS  district  in 
which  the  farm  is  located  by  the  total  number  of 
homes  in  that  district. 

3.  Your  estimated  share  of  homes  listed  in  the  farm. 
Your  share  of  the  homes  listed  will  depend  upon 
your  efforts,  such  as  the  amount  of  time  devoted 
to  farming,  diligence,  attitude,  and  use  of  hired 
help  or  computer  for  direct  mail.  The  results  are 
necessarily  lower  in  a  newly  initiated  farm  but 
should  increase  after  the  first  year. 

Based  on  these  three  factors,  you  can  calculate 
the  size  of  your  farm  using  the  formula  in  the  exam- 
ple below: 

Number  of  listings  the  farm  is  expected 
to  yield:  10  [A] 

Number  of  sales  in  MLS  district  in 
previous  year:  150 

Number  of  homes  in  MLS  district  1,400 

Annual  turnover: 

150  +  1,400  =  0.107  [B] 

Estimated  share  of  homes  listed  in  farm: 
45%  =  .45  [C] 

Size  of  farm  needed: 

[A]  *  [B]  *  [C] 

10  -s- 0.107  -0.45  =  208  Homes 

Therefore,  you  need  a  farm  of  208  homes  in  order 
to  attain  your  goal  of  ten  listings  per  year. 

Farm  Mailing  List 

Commercial  services,  including  Real  Estate  Date, 
Inc.,  and  others,  provide  names  of  property  owners 
on  disk  that  can  be  readily  downloaded  into  any  of 
various  computer  software  products. 

Outstanding  time  management  software  prod- 
ucts that  maintain  farm  mailing  lists  include  Top  Pro- 
ducer, Howard  &  Friends,  Super  CMA,  Prep  Soft- 
ware, PowerPoint,  and  others. 
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Agent  2000,  Criss-Cross  Directory  is  a  cold  call 
base  and  reference  for  agents  who  leave  the  business 
and  may  want  to  sell  their  contract  base. 

Be  a  Specialist  in  Your  Farm 

•  Become  thoroughly  familiar  with  the  type  of 
homes  in  the  farm,  floor  plans,  construction,  sale 
prices;  public  transportation,  shopping  facilities, 
schools  (college,  private,  parochial),  churches, 
recreational  facilities;  any  proposed  changes  in 
zoning,  proposed  construction  (commercial, 
churches,  sports  arenas,  industrial,  etc.). 

•  Attend  neighborhood  functions,  get  involved  in 
PTA,  etc. 

•  Drive  through  the  territory  at  least  once  a  week- 
look  for  new  signs,  construction,  changes,  new 
landscaping. 

•  Keep  up  with  current  events  in  the  farm  (local 
newspapers). 

•  Keep  up  with  people  who  make  headlines  in  your 
farm  and  ask  permission  to  let  others  know  of 
their  accomplishments. 

Rejection-Free  Method  of  Farming 

Because  most  of  us  fear  being  rejected,  develop  an 
approach  that  makes  rejection  extremely  unlikely. 

•  Offer  service,  make  positive  statements,  do  not 
ask  favors. 

•  Never  ask  for  a  listing  when  knocking  on  some- 
one's door.  Introduce  yourself  as  a  specialist,  and 
offer  your  services  whenever  needed.  Ask  if  any- 
one in  the  neighborhood  has  plans  to  move. 

•  Write  letters  of  introduction  and  follow  up  with 
telephone  calls  before  making  personal  contacts. 

1.    Letter  of  introduction 

•  Introduce  yourself  as  the  specialist  in  the  territory. 

•  Indicate  you  plan  to  provide  a  service  to  home- 
owners by  keeping  them  informed  on  matters  con- 
cerning real  estate,  especially  in  the  neigh- 
borhood. 
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•  Provide  service  by  offering  to: 

•  Answer  questions  concerning  real  estate. 

•  Provide  information  on  properties  listed  by 
any  broker. 

•  Prepare  a  free  market  analysis. 

•  Remember  to  mention  if  you  can  be  reached  eve- 
nings at  home. 

•  Provide  a  brief  background  of  your  company, 
including  its  track  record. 

•  Provide  a  brief  background  of  yourself. 

•  Ask  for  referral  of  friends  who  may  plan  to  move. 

•  Mention  that  you  hope  to  introduce  yourself  in 
person  in  the  very  near  future. 

2.  Telephone  follow-up-three  to  four  days  after  the 
mailing  arrives 

"Mr./Mrs.  Owner,  I'm  with  ABC  Realty.  My  name 
is  Jim  Ross.  I  mailed  you  a  card  [letter]  telling  you 
about  [subject  matter].  Is  this  a  convenient  time 
to  talk  for  a  minute  or  two?  Real  estate  in  West- 
lake  is  my  specialty.  I'd  be  happy  to  be  of  service 
if  you  have  any  questions  concerning  any  West- 
lake  home  that  has  a  For  Sale  sign " 

With  any  favorable  response,  offer  to  look  at  the 
house  and  give  a  complimentary  market  analysis. 

3.  Mail  handwritten  note 

"I  enjoyed  our  telephone  conversation  yesterday. 
Thank  you  for  taking  time  from  your  daily  schedule." 

Include  a  business  card  and  confirm  an  appoint- 
ment, if  any. 

4.  Personal  contact  at  least  twice  a  year 

•  Knock  on  door. 

•  Stand  away  from  the  door. 

•  Look  relaxed. 

•  Wait  until  acknowledged. 

•  Introduce  yourself. 

•  "You  probably  received  my  postcard-I  specialize 
in  homes  in  this  area." 

•  Be  complimentary. 

•  Do  not  solicit  a  listing! 
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•  Do  ask  about  anyone  considering  moving  in  the 
neighborhood:  "Do  you  happen  to  know  of  any- 
one interested  in  buying  or  selling?" 

•  Examples  of  handouts  to  offer: 

•  New  listing  cards  (Choose  your  neighbor 
cards) 

•  Open  house  invitations 

•  Newsletter  (see  Topics  for  Newsletters) 

•  Real  estate -related  handout 

•  Consumer  discount  program  with  local  busi- 
nesses 

•  Baseball,  football,  or  basketball  schedules 

•  Magnetic  calendars 

•  After  leaving,  make  notes  of  conversation, 
names,  and  so  on  to  add  to  your  records  later. 

5.    Mail  handwritten  note 

"I  enjoyed  meeting  you  and  (other  persons)  on 
Wednesday.  (Compliment  owner  on  any  particularly 
attractive  feature  of  the  house  or  garden,  etc.)  any  inter- 
ested buyers  or  sellers  you  may  wish  to  refer  will  be 
assured  of  prompt  professional  attention.  Sincerely,". 

Individual  Farming  Newsletters 

A  number  of  publishers  produce  monthly  real  estate 
newsletters  that  can  be  personalized  with  your  name 
and  photo.  Because  of  quantity  production,  they  are 
reasonable  and  quite  convenient.  However,  there  is 
no  substitute  for  the  individual  style  and  personal 
touch  of  your  own  newsletter.  You  may  find  the  fol- 
lowing guidelines  helpful  should  you  decide  to  pro- 
duce your  own.  Today's  desktop  publishing  (using 
personal  computers  and  laser  printers)  makes  pro- 
duction of  quality  newsletters  a  breeze,  individually 
addressed  with  matching  envelopes  to  boot.  An  indi- 
vidual newsletter  mailed  every  other  month  should 
be  more  effective  than  a  commercially  produced  one 
mailed  monthly. 
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Topics  for  Newsletters 

•  Current  neighborhood  real  estate  news  (recent 
sales,  new  homes  for  sale-not  only  your  own  list- 
ings). Ask  if  owner  knows  of  any  potential  pur- 
chasers for  these  new  listings. 

•  Annual  summary  sheet  or  card  of  neighborhood 
activities 

•  Homes  listed  by  your  company 

•  Homes  sold  by  your  company 

•  Homes  listed  and  sold  by  your  company 

•  Real  estate  market  and  tax  information 

•  Interest  rates 

•  Price  trends  (sellers'  or  buyers'  market) 

•  New  types  of  financing 

•  Real  estate  statistics 

•  Purchasing  a  home  as  income  property 

•  Recent  tax  news  affecting  property  owners 

•  Garage  sales 

•  A  glimpse  into  the  life  of  a  real  estate  agent 

•  Professional  services  free  for  the  asking 

•  Advantages  of  working  with  your  own  agent 

•  How  the  real  estate  profession  is  organized 

•  Types  of  listings,  advantages  and  disadvantages 

•  Answers  to  common  questions  about  real  estate 

•  Types  of  home  improvements  that  add  value 
to  a  home  in  terms  of  sale  price 

•  What  to  look  for  in  floor  plans 

•  News  about  energy  conservation 

•  Security  in  the  home 

•  Safety  in  the  home 

•  Thumbnail  sketches  of  articles  or  ideas  of  interest 
to  homeowners-new  products,  fix-it  ideas,  storage 
ideas,  gardening,  home  improvement,  mainte- 
nance, repairs,  consumer  information,  recipes. 
Your  imagination  is  the  only  limit.  Always  identify 
your  source  ("I  just  read  in  XYZ Magazine,  Read- 
ers Digest,  New  York  Times  or  saw  on  TV  or  heard 
from  Joe  the  Chef  or  Mary  the  Gardener,  etc."). 

•  Monthly  bulletin  offering  free  ads 
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•  Neighborhood  directory  of  hobbies,  services, 
interests 

•  Discount  coupons  from  new  (or  established) 
neighborhood  businesses 

•  Remember  to  ask  for  referrals  of  friends  or  rela- 
tives who  may  be  moving. 

•  Always  offer  to 

•  prepare  a  complimentary  market  analysis, 

•  provide  information  on  properties  listed  by 
any  broker;  and 

•  answer  questions  concerning  real  estate. 

•  Give  your  home  phone  number  in  case  you  cannot 
be  reached  in  the  office. 

•  Enclose  a  self-addressed,  stamped  return  post- 
card and  use  for  survey  or  to  request  information. 

Style  and  Technique  for  Writing  a  Newsletter 

•  Write  in  a  personal,  conversational  style  as  one 
individual  to  another.  Create  a  friendly  tone. 

•  Put  yourself  in  the  readers'  shoes  and  try  to  read 
your  story  from  their  point  of  view. 

•  Avoid  real  estate  lingo. 

•  Use  short,  easy-to-read  sentences  (maximum  15 
words  per  sentence)  and  short  paragraphs. 

•  Write  interesting  stories. 

•  Present  your  case  in  an  understandable  manner. 

•  Use  specifics,  not  generalities  ("Interest  rates 
have  dropped  from  10%  to  9%  during  the  last 
three  months"  instead  of  "Interest  rates  have 
been  going  down"). 

•  Emphasize  the  benefits  to  the  client  of  the  topic 
under  discussion  instead  of  listing  its  features, 
qualities  or  statistics.  (Example:  "Over  100  L&H 
sales  associates  are  in  contact  with  many  prospec- 
tive buyers;  what  this  means  to  you  is  immediate 
exposure  to  an  active  portion  of  the  market!" 
instead  of  saying:  "L&H  Realty  Company  has  over 
100  sales  associates.") 

•  Make  sure  what  you  write  is  believable. 
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Use  a  bold  headline  as  an  attention  getter: 

•  Year's  Real  Estate  Activity  in  Westlake 

•  Is  It  Worth  Improving  Your  Home? 

•  You  Asked  Me  about  Real  Estate  . . . 

•  Free  Homebuyers'  Guide 

Use  informal  language  (try  simple  words  instead 
of  intellectual  ones).  Your  letter  will  run  smoother 
and  have  a  more  emotional  effect  on  a  reader. 
Salutation-be  specific:  "Dear  Westlake  Neigh- 
bor" or  "Dear  Westlake  Homeowner"  (instead  of 
just  "Dear  Neighbor"). 
Start  your  letter  with  an  attention  getter. 

•  "As  I  drove  through  Westlake  this  morn- 
ing.. .  ." 

•  "If  you  are  like  most  of  your  neighbors. . . ." 

•  "Have  you  noticed. . .  ?" 

•  "Remember  the  days  when. . .  ?" 

•  "The  other  day  I  read  an  interesting  article 
in. . . ." 

Use  transition  phrases  to  lead  into  the  next  para- 
graph: 

•  "That's  why. .. ." 

•  "In  short. .. ." 

•  "You  too. ..." 

•  "Here's  how  .. ." 

(Refer  to  a  topic  of  the  newsletter) 

End  your  letter  with  an  appropriate  closing-"Sin- 

cerely  yours"  or  "Sincerely"  with  your  first  and 

last  name. 

Always  add  a  postscript,  an  effective  call  for 

action! 

•  P.S.  If  you  miss  me  at  the  office,  don't  hesitate 
to  call  me  at  home:  1234567. 

•  P.S.  There  is  no  obligation  for  a  market  anal- 
ysis. 

•  P.S.  Return  the  enclosed  card  now  while 
you're  thinking  about  it. 

•  P.S.  When  you  have  a  minute,  don't  forget  to 
read 
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•  For  ethical  reasons  (which  will  also  impress 
an  owner),  add:  P.S.  Please  disregard  this  let- 
ter if  your  home  is  listed  with  another  broker. 

•  Always  enclose  a  stamped,  self-addressed  return 
postcard  with  printed  check  blocks  for  easy 
replies. 

Telephone  Consumer  Protection  Act 
of  1991  (TCPA) 

Realtors®  who  use  the  telephone  to  contact  poten- 
tial clients  and  customers  must  comply,  not  only  with 
the  federal  regulations  on  telephone  solicitations,  but 
with  any  state  regulation  that  may  be  in  effect 

The  regulation,  issued  October  16,  1992,  by  the 
Federal  Communications  Commission,  implements 
portions  of  the  TCPA  and  applies  to  all  telemarketers. 
The  use  of  automated  telephone  dialing  systems  and 
prerecorded  voice  messages  is  severely  restricted  by 
the  regulation,  which  places  only  minor  limitations 
on  person-to-person  telephone  solicitations. 

A  rundown  of  the  regulation's  restriction  and  the 
steps  real  estate  brokers  and  sales  associates  must 
take  to  comply  with  them  are  listed  below. 

Person-to-Pcrson  Calls 

•  No  calls  may  be  made  to  residences  before  8  A.M. 
or  after  9  P.M. 

•  A  solicitor  must  identify  himself  or  herself  and  the 
company,  and  provide  the  company's  telephone 
number.  If  an  established  business  relationship 
exists  with  a  consumer,  a  solicitor  is  exempt  from 
this  requirement.  An  established  business  rela- 
tionship exists  when  there  has  been  prior,  volun- 
tary two-way  communication  between  a  business 
entity  and  a  consumer,  whether  or  not  the  contact 
results  in  an  actual  business  transaction  involving 
the  services  offered  by  the  solicitor. 

•  A  real  estate  firm  whose  sales  associates  conduct 
live  cold  calling  must  honor  consumers'  request 
not  to  be  called  again  by  maintaining  in  writing 
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a  do-not-call  list  of  residences.  A  company  must 
also  have  a  written  policy  for  maintaining  its  list. 

•  A  firm  must  advise  employees  and  independent 
contractors  engaged  in  any  aspect  of  telephone 
solicitation  about  its  do-not-call  list  and  must  train 
employees  and  independent  contractors  how  to 
maintain  the  list  as  required  by  the  firm's  written 
policy. 

•  A  consumer's  request  not  to  be  called  applies  to 
the  business  entity  making  the  call  and  not  affil- 
iated business  entities,  unless  the  consumer  rea- 
sonably would  expect  the  affiliated  businesses  to 
be  included,  given  the  identification  of  the  caller 
and  the  product  or  service  being  advertised. 

Autodialers  and  Faxes 

•  No  calls  may  be  made  to  any  residential  telephone 
line  using  an  automatic  telephone  dialing  system 
or  artificial  or  prerecorded  voice  to  deliver  a  mes- 
sage unless  there  is  prior  consent  from  the  called 
party,  an  established  business  relationship  exists, 
the  call  is  an  emergency,  or  the  call  is  made  by  a 
tax-exempt  nonprofit  organization. 

•  Audodialers  may  not  be  used  in  such  a  way  that 
two  or  more  telephone  lines  of  a  multiple-line 
business  are  engaged  simultaneously. 

•  All  automatic  systems  shall  identify  the  name  and 
address  or  telephone  number  of  the  person  or 
firm  making  the  call. 

•  No  individual  or  firm  may  use  a  telephone  fax 
machine,  computer,  or  other  device  to  send  unso- 
licited advertisements  to  a  telephone  fax  machine. 

Penalties 

•  Consumers,  state  authorities,  and  the  FCC  may 
fine  telemarketers  up  to  $500  in  damages  for  vio- 
lating the  regulation.  Telemarketers  who  have 
established  a  record  of  compliance  with  the  reg- 
ulation may  present  examples  of  this  compli- 
ance-such as  a  do-not-call  list  and  a  written  policy 
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for  maintaining  the  list-as  a  defense  to  alleged 
violations. 

Telephone  Techniques  for  Farming 

•  Call  at  appropriate  times. 

•  iMake  the  maximum  number  of  calls  in  the  short- 
est possible  time. 

•  The  purpose  of  the  call  is  to  get  an  appointment. 

•  Set  the  appointment  for  a  time  when  both  owners 
are  at  home. 

•  Keep  calls  short  and  simple. 

•  Keep  asking  questions  beginning  with  how.  what. 
when,  where,  why.  who.  or  which:  such  ques- 
tions prompt  specific  answers,  whereas  questions 
beginning  with  are.  is.  have,  or  do  merely  require 
a  yes  or  no  answer. 

•  Know  when  to  stop  talking. 

•  Listen  carefully— do  not  occupy  yourself  with  any- 
thing but  paying  attention  to  what  the  other  per- 
son has  to  say. 

•  Never  interrupt  or  finish  someone's  sentence. 

•  Never  argue. 

•  Speak  into  the  mouthpiece  so  your  words  are 
clearly  heard. 

•  Smile  while  talking  on  the  phone. 

•  Use  everything  you  know  about  people  and  their 
homes. 

•  Never  patronize  or  talk  down  to  people  ( never  use 
expressions  like  "my  friend"  or  "you  understand" 
or  "you  see"). 

•  Do  not  put  a  client  on  hold  if  at  all  possible. 

•  Never  hang  up  first:  wait  for  your  client  to  hang 
up. 

•  If  you  call  at  an  inconvenient  time,  apologize  and 
reschedule. 

•  Wrap  up  a  conversation  as  soon  as  you  have  an 
appointment. 

•  If  the  prospect  is  not  interested,  end  the  conver- 
sation in  a  pleasant  way,  such  as  "it  was  nice  talk- 
ing with  you." 
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Effective  Words  and  Phrases  To  Use 

•  The  word  you  and  a  person's  name  are  sweet 
music  in  the  listener's  ear;  use  them  often. 

•  Pronounce  names  correctly-ask  if  in  doubt. 

•  Use  please  and  thank  you. 

•  Thank  the  prospect  for  his  or  her  time. 

•  Thank  the  prospect  for  waiting. 

Openers 

Begin  with  a  friendly,  casual  greeting. 

•  "Mrs.  Whitmore,  good  evening.  I'm  with  Sun- 
shine Realty  here  in  Westlake.  My  name  is  Terry 
Ross.  Do  you  have  a  minute  to  talk?" 

•  "Hello,  is  Mr.  Goodman  at  home?  Mr.  Goodman, 
my  name  is  Patricia  Riley,  do  you  have  a  moment 
to  talk  on  the  phone?" 

•  "Mr.  Bentley,  I'm  Tammy  Bowman  with  Star 
Realty.  Did  you  receive  my  letter?" 

Telephone  Topics 

Make  an  outline  of  topics  that  will  stir  the  prospect's 
interest. 

•  Talk  about  peoples'  hobbies,  children,  schools, 
college,  and  their  homes.  Get  to  know  people. 

•  Offer  free  home  evaluations. 

•  Offer  financing  and  refinancing  information. 

•  Discuss  income  property. 

•  Discuss  the  possibility  for  renters  to  own  a  home. 

•  Remember  to  ask  for  referrals  of  friends  or  rela- 
tives who  may  be  moving. 

•  Offer  to  answer  questions  concerning  real  estate. 

For  Sale  By  Owner  (FSBO) 
Sources  for  Leads 

•  Search  the  classifieds  daily  for  FSBO  ads,  and 
update  as  you  obtain  information  (reason  for  sell- 
ing, deadline,  property  data,  asking  price,  con- 
tacts, appointments,  etc.). 
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•  Look  for  FSBO  signs. 

•  Check  For  Sale  By  Owner  Web  sites. 

First  Contact  with  Seller 

Put  the  seller  at  ease  during  the  first  conversation, 
whether  it  is  on  the  phone  or  in  person.  Speak  calmly, 
listen  attentively,  and  show  understanding  for  the 
seller's  problems  in  order  to  establish  a  relaxed  cli- 
mate. It  takes  an  average  of  four  to  five  weeks  for  a 
FSBO  to  be  ready  to  list,  so  take  it  easy. 

Qualifying  the  Seller 

Find  out  if  the  listing  is  worth  pursuing  by  discovering 

•  the  reason  for  selling  (unless  the  FSBO-the 
seller-has  a  strong  motivation  to  sell,  you  will 
probably  waste  your  time); 

•  if  they  have  found  (purchased)  another  home; 

•  where  they  are  moving; 

•  if  there  is  any  deadline  for  moving; 

•  if  there  are  any  meaningful  commitments  to  other 
brokers,  agents,  or  buyers  (a  friend  or  relative  in 
the  business?  Find  out  a  name,  to  check  if  it  is 
an  excuse);  and 

•  if  the  property'  is  in  excessively  poor  condition. 

Asking  Permission  To  See  the  House 
and  Meet  the  FSBO 

Once  the  seller  is  qualified,  your  objective  is  to  gain 
permission  to  see  the  seller  in  his  or  her  home. 

Techniques  and  Dialogue 

•  Show  understanding  of  the  seller's  problems. 

•  Emphasize  your  expertise. 

•  FSBO:  "Why  do  you  want  to  see  the  house?" 
Agent:  "For  the  benefit  of  several  of  my  buyers." 
FSBO:  "We're  not  interested." 

Agent:  "If  I  had  a  good  offer  on  your  house  today. 
would  you  turn  it  down?" 
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FSBO:  "Do  you  have  an  interested  buyer?  I've 
never  heard  of  your  firm." 
Agent:  Tm  sure  I'll  be  able  to  show  evidence  that 
we  have  an  excellent  reputation." 

The  First  Meeting  inside  the  Home 

Your  first  impression,  which  includes  personality, 
appearance,  manners,  dress,  and  automobile,  counts. 
Be  positive  and  confident  in  your  ability  to  market 
properties  successfully.  Show  understanding  of  the 
seller's  problems  and  offer  assistance  even  though  he 
or  she  is  not  prepared  to  list  with  you.  It  may  take 
several  weeks  before  a  FSBO  is  ready. 

Leading  questions  to  ask  in  a  subtle  manner: 

•  Have  you  sold  a  home  before? 

•  How  long  did  it  take? 

•  How  much  time  do  you  have  to  make  a  sale? 

•  If  you  have  not  sold  by  then,  have  you  considered 
retaining  a  professional  real  estate  person? 

•  What  qualities  would  you  expect  in  a  real  estate 
person  to  entrust  him  or  her  with  the  marketing 
of  your  property? 

•  Do  you  want  me  to  do  a  market  analysis  for  you- 
without  obligation?  (If  the  answer  is  yes,  set  up 
a  listing  appointment.  CAUTION:  Do  not  make 
this  offer  unless  or  until  you  feel  the  seller  is  ready 
to  list.) 

Be  sure  to  ask  the  sellers  for  a  commitment  to 
meet  with  you  before  they  decide  to  list  the  property 
for  sale.  Follow  up  with  a  handwritten  note  thanking 
them  for  their  commitment.  Make  weekly  follow-up 
telephone  calls  asking  about  their  progress  and  offer 
continued  assistance. 

To  List  or  Not  To  List 

"Mr.  and  Mrs.  Seller,  selling  a  house  and  carrying  the 
transaction  through  to  a  successful  completion  is  no 
easy  task.  You  can,  of  course,  retain  a  professional 
to  do  the  job  or  you  can  try  to  save  the  commission 
by  making  the  sale  yourself.  Remember,  though,  the 
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typical  direct-from-owner  buyer  expects  you  to  knock 
off  the  commission  for  his  own  benefit  and  is  likely 
to  have  experience  in  such  negotiations.  Before  you 
decide  to  go  the  for-sale-by-owner  route,  ask  yourself 
the  following  questions  (listed  on  pages  B-33  and 
B-34).  Unless  you  can  answer  yes  to  most  of  them,  it 
will  be  to  your  advantage  to  list  your  home  with  the 
best  real  estate  professional  you  can  find." 

I        YES     NO 

O        d    Do  you  have  ample  time  to  sell  your  house? 

O        d    Is  your  house  easy  to  find? 

O  O  Do  you  have  the  know-how  to  price  your 
house  at  the  highest  figure  that  will  attract 
buyers? 

O  O  Are  you  capable  of  running  an  effective 
advertising  campaign?  Do  you  have  time  to 
answer  phone  calls  at  all  hours  and  to  keep 
your  house  in  top  condition  ready  for  pros- 
pects at  any  time? 

□  □  Do  you  know  how  to  show  your  house  to 
best  advantage? 

□  □  Can  you  answer  objections  and  criticism 
without  showing  irritation? 

O  O  Are  you  familiar  with  today's  disclosure 
laws? 

□  G  Do  you  know  how  to  protect  yourself  against 
the  legal  liabilities  sellers  are  subject  to  as 
a  result  of  numerous  recent  court  decisions? 

□  O  Can  you  tell  the  difference  between  a  pro- 
spective buyer  answering  your  ad  by  phone 
and  a  criminal  disguised  as  a  buyer,  using 
ads  to  get  into  homes? 

G  □  Are  you  able  to  call  back  prospects  without 
placing  yourself  in  a  poor  bargaining  posi- 
tion to  negotiate  an  offer? 

d  O  Can  you  show  prospects  comparable  prop- 
erties, so  they  can  see  why  your  home  is 
worth  the  money  you  ask? 
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YES     NO 

O  n  Do  you  have  the  ability  to  bargain  success- 
fully for  price,  terms,  moving  date,  and  so 
on? 

□  □    Are  you  familiar  with  today's  financing  tech- 

niques and  sources? 

□  □    Do  you  have  an  outlet  for  second  mort- 

gages? 

□  □     Do  you  have  the  professional  skill  necessary 

to  draw  legally  binding  contracts? 

□  □     Can  you  handle  all  the  details  and  paper- 

work required  to  close  the  transaction? 

Expired  Listings 

Seller  Qualification  by  Telephone 

The  following  is  a  useful  series  of  questions  for  pros- 
pecting an  expired  listing: 

•  Is  your  home  off  the  market? 

•  Would  you  sell  it  if  you  had  a  buyer? 

•  Why  do  you  think  it  has  not  sold? 

•  How  was  it  exposed  to  the  market? 

•  How  many  showings  did  you  have? 

•  Did  you  have  any  offers? 

•  At  what  price  and  terms? 

•  What  will  you  do  when  it  is  sold? 

•  May  I  come  by  between  three  and  four  o'clock  this 
afternoon  to  see  your  home? 

The  Appointment 

Find  some  feature  in  the  house  to  admire.  Show 
understanding  for  their  situation.  Ask: 

•  Do  you  think  your  house  was  realistically  priced? 

•  Do  you  think  your  terms  were  attractive  to  a  typ- 
ical buyer? 

•  Do  you  feel  your  house  was  in  a  condition  to 
attract  buyers? 
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•  What  qualities  would  you  expect  in  a  real  estate 
person  to  entrust  him  or  her  with  marketing  your 
property? 

Personal  Referrals 

National  statistics  show  that  personal  referrals 
account  for  almost  half  the  listings  generated.  A  suc- 
cessful referral  system,  built  over  the  years,  will 
replace  the  hard  work  necessary  in  the  early  years 
of  one's  career. 

Up-to-Date  Records 

Constant  updating  of  your  records  is  essential  in 
building  an  effective  personal  referral  system.  It 
requires  an  efficient  record  system,  one  that  can  be 
maintained  with  a  minimum  expenditure  of  time. 

Personal  and  Telephone  Contacts 

It  is  vital  to  make  regular  contacts  by  telephone  (at  least 
every  60  days)  and  in  person  (three  to  four  times  per 
year)  with  everyone  in  your  personal  referral  system. 
Always  remember  to  send  a  thank-you  note  for 
the  referral.  Keep  the  referring  source  informed  of 
the  transaction  status  at  regular  intervals. 

Mailings,  Handouts,  Special  Promotions 

Incorporate  the  following  into  your  mailings: 

•  Anniversary  cards 

•  Birthday  cards  to  all  family  members  on  a  regular 
basis 

•  Personal  brochures 

•  Choose-your-neighbor  cards 

•  New-neighbor  cards 

•  Open  house  invitations 

•  Monthly  informative  newsletters  (local  develop- 
ments, taxes,  storage  ideas,  home  maintenance 
suggestions,  etc.) 

•  Consumer  discount  programs  with  local  busi- 
nesses 
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•  Short  investment  seminars  (two  or  three  hours) 

•  Promotional  products  calendars,  key  tags,  etc. 

Preparation  for  a 
Listing  Interview 

Armed  with  facts  and  knowledge,  an  agent  reflects 
professionalism  and  credibility,  causing  most  sellers 
to  give  serious  consideration  to  what  agents  have  to 
say.  The  result  is  usually  a  more  salable  listing. 

Research 

Become  thoroughly  familiar  with 

•  the  type  of  homes  in  the  neighborhood,  floor 
plans,  construction,  and  recent  sale  prices;  and 

•  public  transportation,  shopping  facilities,  schools 
(elementary,  junior  high,  high  school,  college,  pri- 
vate), churches,  recreational  facilities,  as  well  as 
any  proposed  changes  in  zoning,  proposed  con- 
struction (commercial,  churches,  sports  arenas, 
industrial  etc.). 

Comparative  Market  Analysis 

Determine  a  realistic  price  range  and  terms;  establish 
a  price  limit  beyond  which  the  listing  becomes  unat- 
tractive. The  market  analysis  should  show 

•  properties  for  sale; 

•  properties  sold  in  the  past  12  months;  and 

•  expired  listings. 

Listing  Appointment 

Listing  Kit 

The  listing  kit  should  include  the  following: 

•  Digital  camera 

•  Presentation  software 

•  Completed  residential  market  analysis 

•  Current  Realty  Bluebook®  and  Financial  Tables 
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•  The  following  forms: 

•  Listing  contract 

•  Estimated  seller's  proceeds 

•  Seller's  property  disclosure  statement 

•  Agency  disclosure  statement 

•  FIRPTA  nonforeign  seller  affidavit 

•  Home  warranty  forms 

•  Listing  presentation  manual 

•  Visual  aids 

•  Legal  pad 

•  Lock  box  and  lock  box  agreement 

•  Tape  measure 

•  Camera  with  film 

•  Calculator 

•  Ballpoint  pen 

•  Business  cards 

Seller's  Motivation 

Find  out  the  seller's  needs  (if  not  discussed  previ- 
ously). 

•  Why  are  they  selling? 

•  Where  are  they  moving? 

•  Have  they  purchased  another  home? 

•  Do  they  need  their  equity  to  close  the  new  house? 

•  When  do  they  plan  to  move? 

•  Any  deadline  for  selling  their  house? 

Seller's  Prior  Experience  in  Selling 
Real  Estate 

•  Sold  by  owner? 

•  Through  a  broker? 

•  Was  experience  good  or  bad? 

Inspecting  the  Home 

•  Most  salable  features-have  seller  point  them  out 
and  make  notes. 

•  Problem  areas-discuss  with  seller,  reinspect  later 
for  red  flags. 

•  Fixtures  that  are  not  to  be  included  in  the  sale- 
a  fixture  is  anything  permanently  affixed  to  real 
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estate  and  that,  therefore,  goes  with  the  house. 
Fixtures  usually  include  trees,  shrubs  and  plants, 
built-in  appliances,  drapery  hardware,  wall-to-wall 
carpets,  light  fixtures,  chandeliers,  TV  antennae. 
If  any  of  such  fixtures  are  not  to  go  with  the  house, 
they  should  be  replaced  with  something  compa- 
rable now  or,  at  least,  specifically  excluded  from 
the  sale. 

Improvements  that  help  the  sale-certain 
improvements  add  value  to  a  home  in  terms  of 
sale  price;  others  do  not 

•  Expensive  improvements,  such  as  a  spa  or 
swimming  pool,  should  be  avoided  because 
their  cost  usually  does  not  increase  the  sale 
price  enough  to  warrant  the  effort. 

•  To  bring  top  dollars,  a  home  should  be  in  top 
physical  condition.  Listed  below  are  some 
cost-effective  improvements. 

•  Clean  if  and  where  needed;  wash  off  fin- 
gerprints on  doors. 

•  Painting,  if  needed,  increases  salability. 

•  Remove/replace  stained  or  torn  wallpaper. 

•  Remove  stains  from  kitchen  and  bath- 
room counters. 

•  Replace  worn  kitchen  and  bathroom  floor 
coverings. 

•  Shampoo  carpets. 

•  Replace  missing  or  broken  door  and  cup- 
board hardware. 

•  Use  soap  to  lubricate  sticking  windows 
and  drawers. 

•  Oil  creaking  door  hinges. 

•  Repair  broken  windows,  shower  doors, 
shutters,  and  storm  windows. 

•  Repair  clogged  plumbing  lines,  leaky  fau- 
cets, and  leaks  underneath  sinks. 

•  Fix  creaky  floors. 

•  Make  sure  all  mechanical  systems  and 
appliances  are  in  good  working  order; 
make  repairs  where  needed. 
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•  Repair  roof,  if  needed. 

•  Repair  worn  and  leaky  rain  gutters  and 
downspouts. 

•  Fix  and  paint  fence,  if  needed. 

Reasons  for  Listing  with  You  and 
Your  Firm 

•  Be  positive,  demonstrate  your  confidence  in  your 
ability  to  fill  the  seller's  most  important  needs: 

•  To  net  them  the  most  money 

•  In  the  shortest  possible  time 

•  With  the  least  amount  of  inconvenience  to  the 
owner 

•  Company's  sources  of  buyers: 

•  Current  list  of  prospective  buyers 

•  Multiple  listing 

•  Classified  and  display  advertising 

•  Personal  referrals 

•  Corporate  relocation  referrals 

•  National  referral  organizations 

•  Open  houses 

•  For  Sale  signs 

•  Personal  Web  site 

•  Companay  Web  site 

•  Local  MLS  Web  site 

•  National  Web  sites 

•  Visual  aids 

•  Track  record  (listings  sold  by  you  and  your 
firm  showing  listed  price,  sold  price,  time  on 
the  market) 

•  Company  background 

•  Company  sales  activities 

The  Right  Asking  Price 

Present  Comparative  Market  analysis: 

The  following  excerpt,  "The  Right  Asking  Price," 
is  reproduced  from  Home  Sellers  Guide  by  Profes- 
sional Publishing. 

"Establishing  the  right  price  range  is  a  critical 
consideration  in  marketing  real  property.  Overpric- 
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ing,  as  well  as  underpricing,  can  be  detrimental  to  the 
sale. 

"Many  sellers  tend  to  price  their  house  far  above 
market  value  for  a  number  of  reasons:  sentimental 
attachment,  expensive  improvements  made  over  the 
years  (not  necessarily  always  appreciated  by  prospec- 
tive buyers),  false  rumors  of  high  priced  sales  in  the 
neighborhood,  and  often  unrealistic  opinions  of  well 
meaning  friends. 

"An  overpriced  house  discourages  serious  buyers 
and  real  estate  people.  It  usually  remains  on  the  mar- 
ket too  long  causing  people  to  wonder  if  something 
is  wrong  with  the  house. 

"On  the  other  hand,  unfamiliarity  with  the  market 
may  cause  sellers  to  underprice  their  home,  only  to 
find  it  snapped  up  by  a  speculator  for  quick  resale 
at  a  profit." 

Agency  Relationships 

Almost  all  of  states  are  requiring  real  estate  agents 
to  disclose  their  intended  agency  relationship  with 
sellers  and  buyers. 

Need  for  Property  Inspections 
and  Disclosures 

Real  estate  brokers  and  agents  have  always  been 
responsible  for  faithfully  representing  the  condition 
of  a  property  without  concealing  any  known  defects. 
In  the  1980s,  the  courts  and  legislatures  of  various 
states,  notably  California,  required  brokers  and 
agents  to  inspect  a  property  for  any  visible  defects, 
also  called  red  flags,  that  may  affect  its  value  or  desir- 
ability and  to  disclose  them  to  prospective  buyers. 

Closing 

Obtaining  the  sellers'  signatures  should  be  no  more 
than  the  logical  result  of  a  well-prepared,  smooth  list- 
ing interview  with  all  the  sellers'  questions  and  objec- 
tions convincingly  answered.  When  that  point  has 
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arrived,  it  is  up  to  the  agent  to  take  the  initiative  by 
filling  in  the  listing  contract  and  asking  the  necessary 
questions  in  the  process.  All  that  remains  is  simply 
to  hand  the  contract  to  the  sellers  for  their  signa- 
tures-with  a  pen! 

Marketing  the  Listing 

Marketing  a  real  property  efficiently  involves  expo- 
sure of  the  property's  benefits  to  the  ultimate  extent 
via  a  maximum  number  of  channels  in  order  to  reach 
the  greatest  possible  number  of  potential  buyers. 

Channels 

Channels  for  marketing  include  the  following: 

•  Current  list  of  prospective  buyers  in  contact  with 
your  firm 

•  Multiple  listing 

•  Internet  Web  sites 

•  E-mail  campaigns 

•  Featured  property  in  newsletters  or  Web  sites 

•  Classified  and  display  advertising 

•  Personal  referrals 

•  Corporate  relocation  referrals 

•  National  referral  organizations 

•  Open  houses 

•  For  Sale  signs 

Product  Knowledge 

Intimate  knowledge  of  the  home  is  not  only  a  pre- 
requisite of  successful  marketing,  but  also  a  sign  of 
professionalism.  The  Listing  Data  checklists  (see 
Checklist  section)  provide  the  data  you  need  to  mar- 
ket almost  any  type  of  real  estate. 

Servicing  the  Listing 

An  essential  part  of  servicing  the  listing  entails 

•  constant  communication  with  the  seller; 

•  adjusting  the  listing  price,  if  needed; 
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making  sure  landscaping,  exterior,  and  interior  of 

the  home  are  in  top  condition; 

preparing  the  best  possible  financing  packages 

for  the  typical  buyer; 

exposing  the  property  to  the  market  through  all 

available  channels; 

enthusiastically  discussing  the  listing  at  every 

opportunity; 

seeing  to  insurance  requirements,  lights,  water, 

maintenance,  and  so  on;  and 

keeping  an  eye  on  the  vacant  house. 
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SELLING  TECHNIQUES 

Agency  Relationships 
Definitions 

Agency  is  a  relationship  in  which  one  person  (the 
agent)  is  authorized  to  act  on  behalf  of  the  best  inter- 
ests of  another  (the  principal  or  client)  in  business 
dealings  with  third  persons. 

A  fiduciary  is  a  person  in  a  position  of  trust  and 
confidence.  Fiduciary  duties  are  obligations  a  fidu- 
ciary owes  to  a  principal  under  the  law  of  agency, 
including  loyalty;  obedience  to  (lawful)  instructions; 
and  honesty,  full  disclosure,  utmost  care,  and  dili- 
gence in  working  for  the  principal's  best  interests 
within  the  scope  of  business  for  which  he  or  she  has 
been  retained.  An  agent  must  avoid  any  conflicts  of 
interest  that  might  compromise  his  or  her  undivided 
loyalty.  An  agent  is  duty  bound  to  disclose  to  his  or 
her  principal  all  relevant  information  concerning  the 
agency  relationship  and  to  protect  the  principal's  con- 
fidences (such  as  a  seller's  confidentially  expressed 
willingness  to  sell  below  the  listed  price  or  a  buyer- 
client's  confidentially  expressed  willingness  to  pay  a 
price  higher  than  is  offered). 

Real  Estate  Agency  Alternatives 

Subagcncy  versus  Buyer  Agency.  This  is,  of  course, 
a  policy  choice  for  the  broker  to  make. 

Until  April  1992,  traditional  MLS  policy  in  most 
states  was  a  blanket  unilateral  offer  of  subagency, 
making  any  MLS  member  automatically  a  subagent 
of  the  seller,  unless  subagency  was  specifically 
rejected. 

On  April  28,  1992,  NAR  changed  its  MLS  policy 
to  delete  the  mandatory  offer  of  subagency  and  make 
offers  of  subagency  optional.  Participants  submitting 
listings  to  the  MLS  must,  however,  offer  cooperation 
to  other  MLS  participants  in  the  form  of  subagency 
or  cooperation  with  buyer-agents  or  both.  All  offers 
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of  subagency  or  cooperation  made  through  an  MLS 
must  include  an  offer  of  compensation. 

While  subagency  in  the  MLS  has  a  definite  mar- 
keting advantage  to  sellers,  it  also  creates  liability 
because  a  seller  is  bound  by  the  acts,  representations, 
and  misrepresentations  of  a  subagent  Thus,  the  new 
MLS  policy  of  optional  subagency  offers  a  choice  to 
reject  subagency  to  both  sellers  and  MLS  members- 
to  sellers  because  they  may  not  want  the  added  lia- 
bility that  goes  hand  in  hand  with  subagency;  to 
agents  because  they  may  prefer  to  represent  buyers 
rather  than  be  subagents  of  sellers. 

Subagency.  A  seller's  agent  (and  subagent)  under  a 
listing  agreement  with  the  seller  acts  as  the  agent  for 
the  seller  only.  A  seller's  agent  has  the  following  obli- 
gations to  the  seller  (client): 

•  a  fiduciary  duty  of  loyalty,  utmost  care,  integrity, 
and  honesty  in  dealings  with  the  seller 

•  a  duty  to  obey  all  lawful  instructions  from  the 
seller  within  scope  of  authority 

•  a  duty  not  to  disclose  confidential  information 
that  may  weaken  the  seller's  bargaining  position 

•  a  duty  to  disclose 

•  the  identity  of  all  potential  buyers; 

•  information  about  what  price  or  terms  the 
buyer  may  be  willing  to  offer  other  than  those 
contained  in  the  written  offer; 

•  the  buyer's  intention  to  subdivide  or  resell  the 
property  at  a  profit;  and 

•  any  business  or  family  relationship  between 
agent  and  buyer. 

A  seller's  agent  has  the  following  obligations  to 
a  buyer  (customer): 

•  diligent  exercise  of  reasonable  skill  and  care  in 
the  performance  of  the  agent's  duties 

•  a  duty  of  honest  and  fair  dealing  and  good  faith 

•  a  statutory  duty  to  present  all  offers 

•  a  duty  to  disclose  all  facts  known  to  the  agent 
materially  affecting  the  value  or  desirability  of  the 
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property  that  are  not  known  to,  or  within  the  dil- 
igent attention  and  observation  of,  the  parties 
(including  disclosure  of  material  facts  the  broker 
knew  or  should  have  known) 

•  a  duty  to  verify  critical  information  received  from 
the  seller 

SUGGESTION:  To  avoid  falling  into  the  trap  of 
accidental  undisclosed  dual  agency,  it  would  be  well 
for  agents  to  caution  buyers  to  avoid  any  discussion 
of  what  they  might  be  willing  to  pay  or  anything  they 
would  not  tell  the  seller  directly. 

Buyer  Agency.  A  selling  agent  may  enter  into  an 
agreement  with  a  buyer  to  represent  the  buyer  only. 
As  such,  the  agent  is  not  the  agent  or  subagent  of 
the  seller. 

A  buyer's  agent  has  the  following  obligations  to 
the  buyer: 

•  A  fiduciary  duty  of  loyalty,  utmost  care,  integrity 
and  honesty  in  dealings  with  the  buyer 

•  A  duty  to  obey  all  lawful  instructions  from  the 
buyer  within  scope  of  authority 

•  A  duty  not  to  disclose  confidential  information 
that  may  weaken  the  buyer's  bargaining  position 

•  A  duty  to  disclose 

•  information  about  what  price  or  terms  a  seller 
might  be  willing  to  accept  other  than  the  listed 
price  or  terms; 

•  any  facts  relating  to  the  urgency  of  seller's 
need  to  dispose  of  the  property; 

•  the  length  of  time  the  property  has  been  on 
the  market  and  any  other  offers  or  counter- 
offers that  have  been  made  on  the  property; 
and 

•  all  facts  known  to  the  agent  materially  affect- 
ing the  value  or  desirability  of  the  property 
that  are  not  known  to,  or  within  the  diligent 
attention  and  observation  of,  the  buyer. 
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Buyer-Broker  Contract.  Unless  the  buyer  employs 
his  or  her  own  agent  to  protect  and  represent  him 
or  her,  the  buyer  is  without  adequate  representation. 
The  buyer  retains  the  agent  for  the  purpose  of  locat- 
ing property  acceptable  to  the  buyer  and  conducting 
negotiations  on  the  buyer's  behalf.  The  agent  must 
advise  the  seller  and  the  seller's  agent  that  he  or  she 
is  the  agent  of  the  buyer  and  not  the  agent  of  the 
seller. 

The  greatest  benefit  to  a  buyer  in  employing  his 
or  her  own  agent  is  that  the  buyer's  best  interests  are 
represented  in  negotiations  with  sellers.  Another 
important  benefit  is  that  the  agent's  search  for  the 
right  property  for  the  buyer  is  no  longer  limited  to 
listed  properties.  Because  his  or  her  fee  is  protected, 
a  buyer's  agent  can  negotiate  on  properties  that  are 
for  sale  by  owner  or  seek  out  properties  that  are  not 
on  the  market  or  are  in  foreclosure  or  probate. 

Buyer's  Choice.  After  explaining  subagency  and 
buyer  agency,  an  agent  should  offer  the  buyers  a 
choice:  "I  can  represent  the  sellers,  or  I  can  represent 
you  as  the  buyers.  Which  do  you  prefer?" 

Dual  Agency.  Dual  agency  situations  can  arise  with 
in-house  sales  if  a  buyer-client,  represented  by  one  of 
the  broker's  agents,  becomes  interested  in  one  of  the 
broker's  listings.  A  real  estate  broker  can  legally  be 
the  agent  of  both  the  seller  and  the  buyer  in  a  trans- 
action, provided  full  disclosure  is  made  and  both  par- 
ties give  their  informed  consent.  Because  the  seller 
and  buyer  in  a  transaction  have  conflicts  of  interest, 
the  dual  agent  can  only  act  as  an  intermediary 
between  them.  Provided  both  parties  give  their 
informed  consent  to  such  limited  agency,  the  broker 
is  obligated  not  to  disclose  any  information  of  a  con- 
fidential nature  that  could  harm  one  party's  bargain- 
ing position  or  benefit  the  other's. 

A  New  Class  of  Broker  Legislated  in  Some  States. 

Recent  legislation  in  some  states  has  attempted  to 
eliminate  the  fiduciary  relationship  between  broker 
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and  customer  by  creating  a  new  class  of  real  estate 
broker,  mostly  referred  to  as  intermediary,  facilita- 
tor, or  designated  agent  The  effect  of  such  legisla- 
tion has  not  yet  been  passed  upon  by  the  courts. 
Specific  local  laws  should  always  be  consulted. 

Sources  of  Buyers 

•  Contact  base 

•  Past  clients 

•  Relatives 

•  Acquaintances 

•  Referrals 

•  Service  people  (professionals,  tradespeople,  etc.) 

•  Farming  owners 

•  Farming  tenants 

•  Relocation  contacts 

•  Neighbors  of  listings 

•  Ad  and  sign  calls 

•  Walk-ins 

•  Open  houses 

•  Investors 

•  Enrollees  at  your  investment  seminars 

•  Groups  such  as  homeowners'  association,  PTA, 
Little  League,  service  clubs,  etc. 

Time  Management  in  Selling 
Show  Fewer  Properties  to  More  Buyers 

Preview  the  market  before  making  a  sales  presenta- 
tion. It  is  less  time  consuming,  more  professional,  and 
more  effective  than  wasting  your  buyers'  time  by 
dragging  them  needlessly  from  house  to  house. 

Qualifying  the  Buyer 
Prequalifying  Questions 

A  prospect's  time  frame  and  reason  for  buying  are 
the  most  important  clues  for  telling  a  real  buyer  from 
a  shopper. 

•  How  soon  do  they  need  occupancy? 

•  Do  they  own  or  rent? 
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•  How  many  in  their  family  live  with  them? 

•  Do  they  have  to  sell  their  present  home  before 
they  purchase? 

•  Do  they  have  their  home  listed  with  another  real 
estate  broker? 

•  What  price  range  do  they  have  in  mind? 

•  How  much  have  they  set  aside  for  an  initial  invest- 
ment? 

•  How  much  have  they  budgeted  for  monthly  loan 
payments? 

•  How  long  have  they  been  looking? 

•  Are  they  looking  for  a  house  as  an  investment? 

•  Get  preliminary  loan  approved  for  the  buyer 

Before  taking  a  prospect  on  a  home  showing  tour, 
it  is  highly  recommended  to  have  a  further  qualifying 
session  to  establish  a  realistic  price  range.  Explain  to 
the  prospects  the  need  for  obtaining  answers  to  a 
number  of  questions  prior  to  looking  at  homes  in  the 
interest  of  saving  them  valuable  time  and  zeroing  in 
on  the  right  home. 

A  buyer  should  not  give  a  seller's  agent  too  much 
information,  especially  with  respect  to  motivation 
and  time  frame.  As  a  buyer's  agent,  however,  the  more 
you  know  about  the  buyer's  needs,  family,  likes  and 
dislikes,  living  style,  background,  and  financial  situ- 
ation, the  better  equipped  you  will  be  to  help  him  or 
her.  It  is,  therefore,  important  to  establish  a  pleasant, 
frank  relationship.  Meeting  buyers  in  their  home  can 
provide  valuable  clues  about  their  living  style. 

At  this  stage,  it  is  not  practical  nor  possible  to 
gather  all  the  information  a  lender  needs  to  under- 
write a  loan.  However,  you  can  determine  the  buyer's 
stable  income,  recurring  monthly  obligations,  and 
funds  available  for  down  payment.  It  generally  is 
desirable  for  the  buyer  to  be  prequalified  by  a  lender. 

You  should  be  familiar  with  the  debt-to-income 
ratios  for  the  type  of  financing  prevalent  in  your  area 
(FHA,  VA,  Fannie  Mae,  Freddie  Mac). 
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For  detailed  information,  please  refer  to  Loan 
Underwriting  and  Qualifying  Ratios  under  Conven- 
tional, FHA,  and  VA  in  the  Financing  section. 

Knowing  the  Market 

Knowing  your  market  is  not  only  your  obligation  to 
your  clients,  it  is  essential  to  a  successful  selling 
career. 

•  Be  informed  about  every  aspect  of  your  listings 
and  the  needs  of  your  sellers. 

•  Have  a  working  knowledge  of  every  property 
listed  by  your  company. 

•  On  a  regular  basis,  drive  by  and  inspect  as  many 
other  brokers'  listings  within  your  farm  and/or 
within  the  realm  of  your  specialty  as  practicable. 

•  Inspect  new  listings  of  interest  to  any  of  your  pro- 
spective buyers. 

Floor  Call  Techniques 

Advertising  is  by  far  the  biggest  item  on  most  brokers' 
budgets,  so  each  ad  call  represents  more  dollars  than 
most  agents  realize. 

Advance  Preparation 

Prepare  an  ad  sheet,  and  be  sure  you  have  familiar- 
ized yourself  with  these  properties  as  well.  Inspect 
them  prior  to  your  floor  time. 

Objective 

•  The  primary  purpose  is  to  get  an  appointment. 

•  You  must  show  excitement  about  a  property  to 
make  your  client  want  to  see  it. 

•  Follow  your  answers  with  your  own  qualifying 
questions-then  be  a  good  listener. 

General  Telephone  Tips 

•  The  purpose  of  the  call  is  to  get  an  appointment! 

•  Keep  calls  short  and  simple. 
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•  Keep  asking  qualifying  questions  beginning  with 
how,  what,  when,  where,  why,  who,  or  which; 
such  questions  prompt  specific  answers  whereas 
questions  beginning  with  are,  is,  have,  or  do 
merely  require  a  yes  or  no  answer. 

•  Listen  carefully-do  not  occupy  yourself  with  any- 
thing but  paying  attention  to  what  the  other  per- 
son has  to  say. 

•  Never  interrupt  or  finish  someone's  sentence. 

•  Know  when  to  stop  talking. 

•  Never  argue. 

•  Speak  into  the  mouthpiece  so  your  words  are 
clearly  heard. 

•  Smile  while  talking  on  the  telephone. 

•  Remember  to  use  please  and  thank  you. 

•  Frequently  use  the  word  you  and  the  person's 
name. 

•  Pronounce  names  correctly-always  ask  if  in  doubt 

•  Do  not  put  a  client  on  hold  if  you  can  possibly 
help  it. 

•  Never  hang  up  first.  Wait  for  your  client  to  hang 
up  the  phone. 

•  If  you  call  at  an  inconvenient  time,  apologize  and 
reschedule. 

•  Wrap  up  a  conversation  as  soon  as  you  have  an 
appointment. 

•  End  a  call  politely  if  the  prospect  is  not  interested. 

Openers 

Begin  with  a  friendly,  casual  greeting. 

•  "Mrs.  Whitmore,  good  evening.  I'm  with  Sun- 
shine Realty  here  in  Westlake.  My  name  is  Terry 
Ross.  Do  you  have  a  minute  to  talk?" 

•  "Hello,  is  Mr.  Goodman  at  home?  Mr.  Goodman, 
my  name  is  Patricia  Riley,  do  you  have  a  moment 
on  the  phone?" 

•  "Mr.  Bentley,  I'm  Tammy  Bowman  with  Star 
Realty.  Did  you  receive  my  letter?" 
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How  to  Talk  on  the  Phone  with 
a  Prospect 

•  "Good  morning,  Star  Realty.  How  can  I  help  you?" 

•  "Yes,  that's  one  of  the  best  listings  we've  had  in 
the  area,  let  me  pull  the  detail  folder  for  you.  By 
the  way,  I'm  Julie  Goodman,  whom  am  I  speaking 
with?" 

•  "By  the  way,  my  name  is, ...  ,  and  your  name, 
please?" 

•  "Incidentally,  if  you  have  any  other  ads  circled  in 
your  paper,  I  could  save  time  by  checking  them 
out.  I  can  report  back  to  you  within  the  hour.  We 
cooperate  with  all  brokers  and  there  would  be  no 
cost  or  obligation.  If  you  would  just  read  the  ads 
to  me,  please." 

•  "May  I  show  you  the  home  now  or  would  this 
afternoon  be  better?" 

•  "Let  me  give  you  my  home  phone  number,  in  case 
you  need  to  call  after  office  hours . . .  What's  your 
number?" 

Make  an  Outline  of  Topics  That  Will  Stir 
the  Prospect's  Interest 

Talk  about  prospects'  hobbies,  children,  schools,  col- 
lege, and  their  homes.  Get  to  know  people. 

•  Offer  free  home  evaluations. 

•  Offer  financing  and  refinancing  information. 

•  Discuss  income  property. 

•  Discuss  the  possibility  for  renters  to  own  a  home. 

•  Remember  to  ask  for  referrals  of  friends  or  rela- 
tives who  may  be  moving. 

•  Offer  to  answer  questions  concerning  real  estate. 

What  If  the  Caller  Wants  the  Address? 

A  problem  most  agents  have  to  deal  with  is  the  buyer 
who  keeps  asking  for  the  address  of  the  property. 
Because  giving  out  the  address  means  essentially  los- 
ing the  prospect,  the  trick  is  to  obtain  an  appointment 
without  giving  out  an  address. 


Selling  Techniques    B-51 


H 


Demonstrated  below  is  a  telephone  dialogue 
between  a  most  persistent  buyer  wanting  to  know  the 
address  of  the  property  advertised  and  a  real  estate 
agent  equally  determined  to  obtain  an  appointment 
without  giving  the  address.  Notice  how  the  agent  fol- 
lows each  answer  with  a  significant  question  (under- 
lined). 

Agent:  Good  morning,  Blue  Sky  Realtors,  how 
may  I  help  you? 

Buyer:    I'm  calling  on  your  ad  in 

Agent:  Oh,  I'm  glad  you  called.  This  is  one  of  the 
more  interesting  homes  we  have  had  in 
this  area. 

Buyer:   What's  the  address? 

Agent:  If  you'll  pardon  me  for  just  a  moment,  I'll 
get  the  folder  that  has  all  the  information. 
By  the  way,  my  name  is  Fred  Drake.  May 
I  ask  your  name? 

Buyer:    Mr.  Friendly. 

Agent:  Mr.  Friendly,  when  we  listed  this  home  we 
searched  the  market  to  find  other  proper- 
ties for  sale  similar  to  this  one.  I  think  you 
will  be  interested  in  seeing  one  or  two  of 
these.  But  before  I  take  up  your  time  in 
giving  you  the  details  of  these  homes,  let 
me  just  ask  you  a  few  questions  that  will 
help  me  to  understand  your  needs.  (Fill  in 
the  answers  on  your  sheet.) 

Buyer:    What  is  the  price? 

Agent:  $.  .  .  ,  what  price  range  did  you  have  in 
mind? 

Buyer:    What  down  payment? 

Agent:  What  did  you  have  available  as  an  initial 
investment?  Do  you  have  to  sell  your 
present  home  before  you  purchase? 

Buyer:    How  many  bedrooms? 
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Agent:  This  home  has  four  bedrooms.  May  I  ask 
how  many  you  have  in  your  family  living 
with  you? 

Buyer:    Where  is  the  property  located? 

Agent:  (Give  general  area;  near  college,  park, 
major  intersection,  etc.— do  not  give  the 
address.)  Is  this  an  area  you  would  con- 
sider? 

Buyer:    Yes. 

Agent:  May  I  show  you  the  home  now  or  would 
this  afternoon  be  better? 

Buyer:   What  is  the  exact  address? 

Agent:  I  would  be  glad  to  give  you  the  address; 
however,  one  of  the  conditions  of  our  con- 
tract with  the  sellers  is  that  we  accompany 
each  client  to  their  home.  I  would  be  glad 
to  show  it  to  you  now,  or  this  afternoon 
between  two  and  three.  Which  time  would 
be  more  convenient  for  you? 

Buyer:    I  just  want  to  drive  by  the  property. 

Agent:  It's  always  a  good  idea  to  see  the  exterior 
of  a  home  first  as  well  as  the  neighbor- 
hood. When  do  you  plan  to  drive  by? 

Buyer:    Oh,  say,  5  p.m. 

Agent:  Fine,  in  order  to  save  you  time,  I'll  be 
available  at  5  p.m.  to  answer  any  questions 
you  may  have  about  this  home.  Shall  I 
pick  you  up  or  would  you  prefer  to  stop  by 
the  office? 

Buyer:  I  would  prefer  to  drive  by  the  home  myself 
first. 

Agent:  Mr.  Friendly,  maybe  this  home  is  not  for 

you . . .  but  then  again,  maybe  it  is The 

only  way  I  can  assist  you  is  to  show  you  a 
home  and  let  you  tell  me  your  likes  and 
dislikes.  After  all,  it  is  difficult  to  deter- 
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mine  your  true  needs  over  the  telephone, 
isn't  it? 

Buyer:    I  don't  have  time  to  look  with  you. 

Agent:  I  understand  your  frustration.  Buying  a 
home  is  an  important  decision,  one  that 
takes  a  great  deal  of  time.  When  you  are 
busy  time  is  hard  to  find.  Printed  detailed 
information  on  several  homes,  as  well  as 
professional  guidance,  can  save  you  time 
and  money.  Where  would  you  like  me  to 
mail  this  information? 

Buyer:  The  last  broker  showed  me  a  bunch  of  real 
dogs.  Are  you  going  to  waste  my  time? 

Agent:  Mr.  Friendly,  to  assure  you  that  your  time 
will  not  be  wasted,  Til  prepare  detailed 
information  on  several  excellent  homes 
that  fit  your  requirements.  I'll  drop  these 
off  for  your  consideration  before  you  visit 
the  properties.  What  is  your  address  and 
phone  number? 

Buyer:  I  prefer  not  to  give  you  my  phone  number. 
I  don't  want  to  be  hounded. 

Agent:  I  know  how  you  feel.  No  one  likes  to  be 
pressured.  However,  I  feel  that  overeager 
selling  is  an  unnecessary  act.  The  impor- 
tant skill  I  can  offer  you  is  to  find  the 
home  you  want  and  show  you  how  you  can 
own  it.  Suppose  such  a  home  becomes 
available  tomorrow,  how  can  I  reach  you? 

Buyer:  I  only  want  information.  I  have  my  own  bro- 
ker. 

Agent:  May  I  suggest  it  sounds  as  if  you  need  a 
broker,  one  that  will  do  the  work  for  you. 
Are  there  any  other  ads  you  would  like 
information  on?  I'd  be  happy  to  obtain  the 
information  for  you  and  call  you  back  if 
you  would  let  me  know  how  I  can  get  in 
touch  with  you. 
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Showing  the  Home 
Preparation 

Upon  qualifying  the  buyers  and  determining  their 
needs,  it  is  your  job  to  search  the  market  conscien- 
tiously before  making  a  sales  presentation.  You  will 
show  fewer  homes  to  more  satisfied  buyers.  Try  not 
to  show  more  than  three  homes  in  any  one  session. 

Bear  in  mind  that  most  homebuyers  base  their 
decision  primarily  on  emotion.  They  often  purchase 
homes  entirely  different  from  their  original  specifica- 
tions, so  do  not  hesitate  introducing  them  to  a  home 
you  feel  would  suit  their  fancy  even  though  it  is  not 
what  they  said  they  were  looking  for. 

Ask  the  buyer  to  take  notes.  Let  them  know  that 
you  will  be  discussing  with  them  what  they  liked  most, 
what  they  liked  least,  what  they  would  change . . .  and 
that  before  looking  at  another  home  they  will  be  elim- 
inating one  property.  That  means  they  are  constantly 
selecting  a  property,  and  when  they  have  found  the 
right  one,  you'll  be  able  to  say,  "I  think  we've  found 
your  home  . . .  Let's  see  how  it  looks  on  paper." 

Planning 

•  Plan  appointments  to  allow  enough  time  between 
properties. 

•  Obtain  keys  or  lock-box  combinations,  where 
needed. 

•  Arrange  for  the  home  to  look  inviting-lights  on, 
draperies  open,  soft  music,  a  roaring  fire  in  the 
fireplace  in  the  winter,  windows  open  or  air-con- 
ditioning on  in  the  summer. 

•  Decide  on  the  sequence  in  which  to  show  the 
homes  you  have  selected. 

•  Showing  your  best  choice  last  generally 
works  better  with  buyers  who  are  inexperi- 
enced and  need  to  be  educated  or  buyers  who 
have  not  looked  before  and  need  to  compare 
homes  in  the  area  before  making  a  decision. 
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•  Showing  the  best  choice  first,  and  additional 
homes  only  if  necessary,  is  the  correct  method 
for  buyers  who  are  familiar  with  the  market 
and  know  what  they  want 

•  Select  the  route  and  approach  to  the  property 
that  shows  off  the  home  to  its  best  advantage. 

On  the  Way  to  the  Home 

•  Meet  the  buyers  (preferably  both  of  them  if  there 
are  two)  at  your  office  or  pick  them  up  at  their 
home.  Do  not  meet  them  at  the  property. 

•  At  this  time,  confirm  your  agency  relationship 
with  the  buyers  (if  required  by  state  law). 

•  Do  not  tell  your  buyers  how  many  homes  you 
have  selected  to  show  them  (you  may  not  want 
to  show  more  once  you  have  found  the  right  one). 

•  Set  them  at  ease  by  making  them  feel  you  will  stay 
at  their  side  in  their  search  for  the  right  home. 
Let  them  know  your  feelings  are  not  hurt  by  neg- 
ative comments. 

•  Keep  asking  qualifying  questions. 

•  On  the  way  to  the  home  tell  them  about  people 
living  in  the  neighborhood,  community,  schools, 
shopping  centers,  and  transportation.  Remember 
to  disclose  obvious  negatives. 

•  Parking  across  the  street  often  provides  the  best 
position  from  which  to  favorably  display  the  set- 
ting and  exterior  of  the  home. 

Let  the  Buyers  Discover  the  Home 

•  If  the  sellers  are  home,  introduce  the  buyers. 

•  Precede  the  buyers  to  the  area  of  the  home  you 
want  them  to  see  first.  It  is  usually  a  good  idea 
to  save  the  most  attractive  part  of  the  home  until 
last. 

•  Let  them  discover  the  home  at  their  own  pace. 

•  Keep  quiet,  except  to  point  out  features  that  are 
not  obvious. 

•  Observe  and  listen  carefully  for  any  positive  or 
negative  reactions  and  comments. 
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•  Make  mental  notes  for  later  use  in  closing. 

•  If  they  show  signs  of  real  interest,  encourage 
them  to  go  through  the  home  again,  and  leave 
them  alone. 

•  If  they  show  signs  that  this  is  not  the  house  they 
want,  cut  the  inspection  short.  Do  it  in  a  manner 
that  will  not  hurt  the  sellers'  feelings. 

•  If  they  don't  know,  try  to  make  them  decide.  "How 
soon  will  you  know? . . .  How  will  you  know?" 

Tips 

•  If  the  home  is  occupied,  knock  on  bedroom  doors 
before  entering. 

•  Do  not  stand  in  the  way  of  a  scenic  view. 

•  Do  not  argue  if  the  buyers  voice  objections. 

•  If  you  answer  objections,  do  it  in  the  form  of  a 
question. 

Obtaining  the  Offer 

At  this  point,  you  have  identified  the  prospects  as  real 
buyers  with  a  strong  motivation  to  purchase;  you 
have  successfully  established  a  relationship  of  trust, 
qualified  the  buyers,  and  found  them  a  home  they 
like.  The  culmination  of  these  actions  should  simply 
be  the  writing  and  signing  of  an  offer  to  purchase. 

For  most  of  us,  the  purchase  of  a  home  is  a  big 
decision  and  it  usually  takes  some  type  of  initiative 
by  the  agent  to  get  the  process  started,  such  as: 

•  "I  can  tell  you  love  the  house.  You  do,  don't  you? 
Shall  I  write  it  up?" 

•  "Why  don't  we  make  them  an  offer?" 

•  "I  have  the  impression  this  is  the  home  you  want. 
Right?" 

•  "You  like  the  house,  don't  you?  Let's  see  what  it 
looks  like  on  paper." 

•  Ask  for  the  offer. 

Whether  you  are  sitting  at  a  kitchen  table  or  at 
a  computer  in  your  office,  simply  ask  the  questions 
you  need  answered  to  fill  in  the  blanks  of  the  deposit 
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receipt  and  start  writing.  Once  completed,  review  the 
offer  with  the  buyers  and  hand  it  to  them,  with  a  pen, 
for  the  signature.  It's  as  simple  as  that. 

What  If  They  Cannot  Decide? 

There  may  be  valid  reasons  why  the  house  is  not  right 
for  your  buyers.  If  that  is  the  case,  find  out  the  reasons 
and  search  for  another  home.  In  most  cases,  however, 
the  indecision  is  caused  by  a  fear  of  making  a  decision. 
This  is  a  normal  reaction  and  may  be  easily  resolved 
by  using  one  of  these  proven  methods: 

Repeat  previously  acknowledged  benefits: 

•  "How  important  is  the  quality  of  the  schools 
to  you?" 

•  "Would  you  agree  this  is  the  only  home  you've 
seen  that  has  the  spaciousness  and  privacy 
your  family  needs?" 

•  "Didn't  you  mention  that  the  proximity  to 
shopping  and  transportation  would  mean  the 
need  for  only  one  car?" 

•  "I'm  afraid  you're  not  the  only  people 
attracted  by  the  comfortable  family  room  with 
its  cozy  fireplace  and  the  pleasant  patio  to 
spend  a  cool  evening.  It  wouldn't  be  the  first 
time  more  than  one  buyer  makes  an  offer  on 
a  house,  which  would  put  you  at  a  serious 
negotiating  disadvantage." 

Use  the  Ben  Franklin  approach:  assist  the  client 
in  making  a  decision  by  weighing  the  advantages 
against  the  disadvantages,  a  method  used  by  Ben 
Franklin  and  referred  to  as  the  Ben  Franklin  method. 
Divide  a  sheet  of  paper  in  two  by  drawing  a  vertical 
line  in  the  center  with  a  horizontal  line  at  the  top. 
Write  the  heading  REASONS  FOR  on  the  left  and 
REASONS  AGAINST  on  the  right.  Then  help  the  cli- 
ent list  all  the  reasons  for  buying  the  home  on  the 
left  side  of  the  sheet  and  the  reasons  against  buying 
on  the  right.  If  the  reasons  against  buying  outweigh 
those  in  favor,  you  will  probably  need  to  find  another 
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house.  If  the  opposite  occurs,  you  might  say,  "It  sure 
seems  the  reasons  in  favor  of  buying  outweigh  those 
against.  Shall  we  go  ahead?" 

Preparing  the  Offer  and 
Counteroffer 

Need  for  Property  Inspections 
and  Disclosures 

Real  estate  brokers  and  agents  have  always  been 
responsible  for  faithfully  representing  the  condition 
of  a  property  without  concealing  any  known  defects. 
In  the  1980s,  the  courts  and  legislatures  of  various 
states  required  brokers  and  agents  to  inspect  a  prop- 
erty for  any  visible  defects-also  called  red  flags-that 
may  affect  its  value  or  desirability  and  to  make  appro- 
priate disclosures  to  prospective  buyers. 

Negotiating  the  Transaction 

If  you  are  the  selling  agent,  you  should  call  the  listing 
agent  as  soon  as  you  have  a  signed  deposit  receipt 
and  request  an  appointment  with  the  seller  to  present 
the  offer.  As  a  general  rule,  letting  the  seller  know 
the  price  and  terms  of  an  offer  on  the  telephone  is 
not  recommended.  Therefore,  the  listing  agent  would 
be  wise  to  have  a  secretary  or  an  associate  call  the 
seller  for  the  appointment  because  that  person  can 
honestly  say  he  or  she  has  no  knowledge  of  the  terms 
of  the  offer. 

Preparation  for  Presentation  of  the  Offer 

The  listing  agent  should  ask  himself  or  herself  these 
questions: 

•  Is  it  a  fair  offer? 

•  What  does  my  comparative  market  analysis  say? 

•  Have  market  conditions  changed? 

•  Have  I  prepared  a  seller's  proceeds  sheet? 

•  Am  I  thoroughly  familiar  with  the  details  of  the 
offer-price,  terms,  dates  of  closing,  and  occu- 
pancy, etc.? 
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•  What  are  the  benefits  of  the  offer? 

•  Is  the  possibility  of  a  slightly  higher  price  worth 
the  burden  of  keeping  the  home  on  the  market? 

•  Can  I  honestly  recommend  this  offer  to  the  seller? 

•  What  is  my  agency  relationship  with  the  seller? 
Whom  do  I  represent? 

Tips 

•  Select  a  quiet  room  with  plenty  of  light,  such  as 
the  kitchen  or  dining  room,  where  you  will  undis- 
turbed by  children,  TV,  or  radio. 

•  Never  seat  yourself  between  husband  and  wife. 

Presenting  the  Offer 

•  Tell  the  sellers  about  the  buyers;  portray  them  as 
real  people  with  real  needs,  not  as  someone  wait- 
ing to  take  advantage  of  them. 

•  Tell  the  seller  how  you  obtained  the  offer,  that 
the  buyers  were  interested  in  several  homes  but 
finally  favored  this  one. 

•  Point  out  the  benefits  of  the  offer. 

•  Ask  if  the  possibility  of  a  slightly  higher  price  is 
worth  the  burden  of  keeping  the  home  on  the 
market. 

•  The  benefits  of  a  second  mortgage,  if  offered, 
include: 

•  high  interest; 

•  security  commensurate  with  a  buyer's  cash 
investment; 

•  a  buyer's  credit  check  by  the  lender; 

•  its  use  as  collateral;  and 

•  its  potential  sale  to  an  investor  for  cash  at  a 
discount  (refer  to  yield  Tables  with  Examples 
in  the  Realty  Bluebook®  Financial  Tables). 

•  If  the  sellers  stall,  are  undecided,  need  more  infor- 
mation, object,  or  give  reason  why  they  can't 
accept,  ask: 

•  "I  can  respect  (appreciate). . . ." 

•  "Does  that  mean. . .  ?" 
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•  "Other  than.  .  .  ,  is  there  anything  else  pre- 
venting you  from. . .  ?" 

•  "If  I  could. . . ,  would  you. . .  ?" 

•  If  the  sellers  want  to  think  it  over: 

•  Ask  what  part  of  the  proposal  they  are  uncom- 
fortable with. 

•  Point  out  the  buyers  may  also  be  thinking  it 
over  and  have  the  right  to  withdraw  the  offer. 

•  Get  seller  to  accept,  reject,  or  counter. 

•  If  the  offer  contains  provisions  not  in  the  best 
interest  of  the  sellers,  it  is  your  obligation  to  rec- 
ommend a  counteroffer  with  the  necessary  cor- 
rections. 

•  It  is  not  only  your  obligation  to  represent  the  best 
interest  of  the  sellers,  it  is  also  good  business 
sense.  After  all,  you  want  their  referral  business. 

•  If  the  offer  is  unacceptable  in  its  present  form,  try 
to  obtain  a  counteroffer  on  the  best  possible 
terms. 

Multiple  Offers 

Occasionally,  more  than  one  offer  is  received  simul- 
taneously on  the  same  property.  In  such  an  event, 
each  offer  should  be  presented  separately  by  only  the 
listing  agent  and  the  respective  selling  agent.  If  one 
of  the  offers  is  procured  by  the  listing  agent,  the  bro- 
ker or  manager  of  the  listing  office  should  take  the 
agent's  place. 

Transaction  Follow-Through 

Reiterating  a  statement  from  earlier  in  this  section: 
Personal  referrals  account  for  almost  half  the  listings 
generated,  according  to  national  statistics.  Without 
conscientiously  taking  care  of  your  clients'  interests 
until  the  transaction  is  successfully  completed,  all  the 
good  efforts  put  forth  so  far  may  be  wasted. 

Much  detail  work  needs  to  be  done  to  ascertain 
that  all  conditions  of  the  contract  are  carried  out  in 
a  proper  and  timely  fashion.  This  is  where  profes- 
sional assistants  can  be  worth  their  weight  in  gold. 
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Keeping  clients  happy  by  remaining  in  constant 
touch  until  the  transaction  is  satisfactorily  completed 
provides  an  effective  path  to  profitable  referrals.  Fur- 
thermore, it  frees  the  agent  to  pursue  more  produc- 
tive activities. 
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ASSISTANTS 

More  and  more  sales  agents  find  that  hiring  one  or 
more  assistants  increases  their  net  income,  reduces 
stress,  and  leaves  more  time  for  family  and  recreation, 
a  great  deal  of  work  can  be  delegated  to  skilled  assis- 
tants, leaving  the  agent  free  to  spend  more  time  on 
prospecting  and/or  selling. 

Assisting  real  estate  salespeople  is  becoming  a 
profession  unto  itself.  Many  personal  assistants  are 
growing  into  their  own  careers  as  professional  assis- 
tants specializing  in  marketing,  business  manage- 
ment, and  other  areas  of  expertise. 

Licensed  assistants  are  allowed  to  perform  the 
same  tasks  as  the  employing  agent,  while  unlicensed 
assistants  are  restricted  in  their  function  by  state 
licensing  laws. 

When  to  Hire  an  Assistant 

When  the  number  of  neglected  leads  can  support  an 
average  real  estate  agent,  it's  time  to  hire  an  assis- 
tant-just keep  track  of  all  the  people  you  cannot  get 
back  to.  It  should  pay-not  cost-the  agent  to  have  an 
assistant. 

According  to  research  by  Real  Estate  Insider, 
March  1996,  it  is  time  to  hire  an  assistant  when  an 
agent  averages  more  than  four  to  six  transactions  per 
month. 

Tasks  for  Unlicensed  Assistants 

A  professional  assistant  should  have  communication, 
technological,  and/or  administrative  skills,  and  be 
able  to  handle  such  tasks  as: 

•  computer    programs    including    bookkeeping, 
word  processing,  database,  time  management; 

•  communicating  with  sellers  on  a  regular  basis; 

•  correspondence; 

•  qualifying  buyers; 

•  handling  closings; 
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•  preparing  brochures; 

•  handling  all  types  of  mailings; 

•  ad  writing; 

•  preparing  CMAs; 

•  meeting  appraisers  and  inspectors; 

•  following  up  on  loans  in  process; 

•  mailing  FSBO  letters  and  making  follow-up  calls; 

•  telemarketing; 

•  matching  homes  with  buyers; 

•  open  houses;  and 

•  general  secretarial  work. 

Employment  Status 

Unlicensed  assistants  are  salaried  employees  and  are 
subject  to  federal  or  state  minimum  wage  laws. 
Income  taxes  and  FICA  taxes  have  to  be  withheld  and 
paid  by  the  employing  agent,  who  must  file  all 
required  withholding  tax  reports  on  a  timely  basis. 

Agents  should  also  be  aware  of  the  liability  that 
goes  with  having  employees.  An  accident  on  the  job 
could  make  the  agent/employer  liable.  If  the 
employee  injures  another  person  while  running 
errands  for  the  agent,  the  agent  could  also  be  held 
liable. 

Licensed  assistants  may  be  paid  a  commission 
and  act  as  independent  contractors. 

Virtual  Assistants  and 
the  Internet 

Working  with  an  assistant  via  the  Internet  can  save 
money  and  enhance  productivity,  as  the  following 
Web  site  will  demonstrdite-www.realtor.org/ 
rmomag.nsf/pages/AskMrlnternet.  Mr.  Internet,  the 
alter  ego  of  Michael  Russer,  recommends  the  software 
you  need  for: 

1.  communication-AOL    Instant    Messenger    or 
Microsoft  MSN  Messenger; 

2.  data  txwisiex-whalemail.com; 

3.  colfaboxdLtion-ComunitySero.com;  and 

4.  remote  diCcess-GoToMyPC.com. 
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GLOSSARY  OF 
TECHNOLOGICAL  TERMS 

Browser  Software  used  to  look  at  various  kinds  of 
Internet  resources. 

Client  A  software  program  used  to  contact  and 
obtain  data  from  a  Server  software  program  on 
another  computer.  Each  Client  program  is 
designed  to  work  with  one  or  more  specific  kinds 
of  Server  programs,  and  each  Server  requires  a 
specific  kind  of  Client  A  Web  browser  is  a  specific 
kind  of  client. 

Communications  Software  A  program  that  tells  a 
modem  how  to  work. 

Cyberspace  The  whole  range  of  information 
resources  available  through  computer  networks. 

Domain  Name  The  unique  name  that  identifies  an 
Internet  site. 

Download  Copy  a  file  from  a  host  computer  to  your 
computer. 

E-mail  Electronic  mail  sent  over  the  Internet  using 
mail  software. 

FTP  (File  Transfer  Protocol)  A  very  common 
method  of  moving  files  between  two  Internet  sites. 

Gigabyte  A  billion  bytes  or  a  thousand  megabytes. 

Gigahertz  (GHZ)  The  speed  of  your  computer's  pro- 
cessor. 

Home  Page  The  main  page  of  a  Web  site. 

Host  Any  computer  on  a  network  that  is  a  repository 
for  services  available  to  other  computers  on  the 
network. 

HTML  (HyperText  Markup  Language)  The  program- 
ming language  used  to  create  Hypertext  docu- 
ments for  use  on  the  World  Wide  Web. 

HTTP  (HyperText  Transport  Protocol)  The  protocol 
for  moving  Hypertext  files  across  the  Internet. 

Hypertext  Generally,  any  text  or  graphic  that  links 
to  other  documents  or  Web  pages-words,  phrases, 
or  graphics  in  the  document  or  on  a  Web  page  that 
can  be  clicked  by  the  reader  and  that  cause 
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another  document  or  Web  page  to  be  retrieved  and 
displayed. 

Internet  The  collection  of  interconnected  networks 
that  connects  independent  networks  into  a  vast 
global  internet. 

Intranet  A  private  network  of  computers  inside  a 
company  or  organization. 

ISP  (Internet  Service  Provider)  An  organization  that 
provides  access  to  the  Internet. 

Java  A  programming  language  invented  by  Sun 
Microsystems. 

KBPS  (Kilobytes-Per-Second)  A  56  KBPS  modem 
can  move  56,000  bits  per  second. 

LAN  (Local  Area  Network)  A  computer  network  lim- 
ited to  the  immediate  area,  usually  the  same  build- 
ing or  floor  or  a  building. 

Login  The  act  of  entering  a  computer  system. 

Mail  List  A  system  that  allows  people  to  send  e-mail 
to  one  address,  whereupon  their  message  is  copied 
and  sent  to  all  of  the  other  subscribers  of  the  mail 
list. 

Megabyte  A  million  bytes  or  a  thousand  kilobytes. 

Megahertz  The  speed  of  your  computer's  processor. 

MIME  (Multipurpose  Internet  Mail  Extensions)  The 
standard  for  attaching  nontext  files  to  standard 
Internet  mail  messages.  Nontext  files  include 
graphics,  spreadsheets,  formatted  word  processor 
documents,  sound  files,  etc. 

Modem  (MOdulator  DEModulator)  A  device  that 
allows  a  computer  to  talk  to  other  computers 
through  the  phone  system. 

Netiquette  The  etiquette  on  the  Internet 

Newsgroup  The  name  for  discussion  groups  on 
USENET.  Also  called  a  Bulletin  Board. 

Node  A  single  computer  connected  to  a  network. 

PPP  (Point  to  Point  Protocol)  A  protocol  that  allows 
a  computer  to  use  a  regular  telephone  line  and  a 
modem  to  make  TCP/IP  connections. 
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Server  A  computer,  or  a  software  package,  that  pro- 
vides a  specific  kind  of  service  to  Client  software 
running  on  other  computers. 

TCP/IP  (Transmission  Control/Internet  Protocol) 
The  suite  of  protocols  that  defines  the  Internet. 

URL  Uniform  Resource  Locator.  A  numeric  locator 
for  each  Web  page  in  the  Internet. 

USENET  A  world-wide  system  of  discussion  groups, 
with  comments  passed  among  hundreds  of  thou- 
sands of  machines. 

Web  Page  Any  page  located  on  the  World  Wide 
Web. 

Web  Site  A  complete  set  of  Web  pages  compiled  for 
one  person  or  company. 

WWW  World  Wide  Web. 

World  Wide  Web  A  vast  area  to  find  information 
you  are  looking  for. 
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To  receive  advance  notice  of  the 

next  Realty  Bluebook®  edition, 

please  e-mail  your  name  and  address 

to  robertdeheer@earthlink.net 

For  updates  to  the  current  edition, 

visit  the  Bluebook  Web  Page  at 

www.  realtybluebook.  com. 
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RISK  MANAGEMENT 

Managing  Risk 

Risk  management  can  be  defined  as  a  plan  of  action 
to  minimize  the  real  estate  broker's  risk  of  liability 
that  generally  involves  four  components:  (1)  educa- 
tion, (2)  risk  shifting,  (3)  risk  anticipation,  and  (4)  risk 
control. 

Education 

Educating  the  sales  staff  should  be  the  number  one 
concern  of  a  broker's  efforts  in  reducing  legal  liabil- 
ity, which  has  become  an  increasingly  serious  risk  of 
doing  business.  A  sales  staff  able  to  recognize  and 
deal  with  the  situations  that  most  frequently  result 
in  litigation  is  without  a  doubt  a  broker's  best  insur- 
ance to  stay  out  of  court.  The  following  sections  are 
designed  to  assist  in  achieving  this  goal. 

Risk  Shifting 

Several  approaches  are  available  to  shift  the  risk  of 
liability  from  the  broker. 

Errors  and  Omissions  (E&O)  Insurance 
Coverage 

Brokers  should  plan  to  devote  more  time  and  atten- 
tion to  risk  management  and  their  own  professional 
liability  insurance  needs.  To  assist  in  this  effort,  some 
tips  from  insurance  experts  are  offered  here. 

•  E&O  policies  vary  substantially  among  insurance 
carriers.  It  is  important  to  consider  the  insured 
activities,  exclusions,  conditions,  and  definitions. 

•  Premium  savings  should  be  accomplished  by  taking 
a  higher  deductible,  not  by  opting  for  an  inadequate 
insurance  amount  Keep  in  mind  that  the  primary 
purpose  of  E&O  insurance  is  protection  against  cat- 
astrophic, business-threatening  lawsuits. 

•  Read  all  fine  print  in  the  policy. 
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•  Complete  the  application  in  every  detail,  includ- 
ing information  on  operations,  personnel,  reve- 
nues, descriptive  brochures,  standard  contracts 
used,  resumes,  and  any  prior  claims. 

•  Any  material  misrepresentation  made  by  an  appli- 
cant for  insurance,  even  though  made  innocently, 
whether  oral  or  written,  renders  the  insurance 
contract  voidable.  A  misrepresentation  is  material 
when  the  insurance  company  would  not  have 
entered  the  contract  had  the  complete  facts  been 
known  at  the  time  the  policy  was  issued.  The  com- 
pany has  the  legal  right  to  rescind  or  cancel  the 
policy  in  such  an  event. 

•  Liability  that  may  not  be  covered  by  E&O  insur- 
ance includes  claims  based  upon  fraud  and  anti- 
trust violations. 

Inspections  or  Evaluations  by  Third 
Party  Experts 

"I  am  not  qualified  to  give  you  an  expert  opinion  on 
the  condition  of. ...  A  structural  engineer  could  best 
answer  your  question."  Such  conversations  should 
be  documented  by  a  follow-up  note  or  letter  to  the 
buyer.  Real  estate  professionals  should  be  cautioned 
that  if  they  hold  themselves  out  to  be  experts  in  a  cer- 
tain trade  or  profession  by  answering  questions-for 
example,  on  structural  soundness-they  may  be  held 
to  the  same  performance  standards  as  a  structural 
engineer. 

Risk  Anticipation 

Risk  anticipation  involves  identifying  the  source  of 
problems  and  taking  steps  to  ensure  that  such  prob- 
lems do  not  arise. 

Seller  Disclosure  Statements 

The  seller  is  generally  in  a  better  position  than  the 
real  estate  broker  to  know  of  and  provide  information 
about  any  defects  in  the  property.  The  National  Asso- 
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ciation  of  REALTORS®  strongly  recommends  the  use 
of  seller  disclosure  statements,  and  a  majority  of 
states  have  adopted  laws  requiring  sellers  of  residen- 
tial property  to  provide  to  buyers  a  disclosure  state- 
ment of  property  condition.  These  disclosures  result 
in  fewer  surprises  to  buyers  after  closing,  and  less  lia- 
bility for  both  the  real  estate  licensee  and  the  seller. 

Seller's  Agents'  Duty  To  Inspect  for 
Red  Flags 

The  law,  through  court  decisions,  imposes  a  duty 
upon  real  estate  licensees  to  exercise  care  in  obtain- 
ing information  about  the  property.  Some  courts 
have  noted  that  this  duty  is  limited  to  a  visual  inspec- 
tion and  does  not  necessarily  include  an  obligation 
to  verify  facts  related  by  the  seller  unless  there  are 
indications  to  the  contrary. 

Oral  Representations  To  Be 
Confirmed  in  Writing 

Oral  representations  of  material  facts  must  be  con- 
firmed in  writing,  by  letter,  or  in  the  body  of  the  con- 
tract. 

Protective  Clauses 

BOUNDARIES,  SIZE,  AND  AGE  OF  IMPROVE- 
MENTS: 

Any  oral  or  written  representations  by  Seller  or  Bro- 
ker with  respect  to  location  of  property  lines,  size 
and  square  footage  of  parcel  and  building,  or  age  of 
the  improvements  may  not  be  accurate.  Apparent 
boundary  line  indicators  such  as  fences,  hedges, 
walls,  or  other  barriers  may  not  represent  the  true 
boundary  lines.  Only  a  surveyor  can  determine  the 
actual  boundary  lines.  If  any  of  these  issues  are  im- 
portant to  Buyer's  decision  to  purchase,  Buyer 
should  obtain  a  survey. 

CONDITION  OF  PROPERTY: 

Buyer  acknowledges  that  he/she  has  not  relied  on 
any  representations  by  either  Broker  or  Seller  with 
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respect  to  the  condition  of  the  property  which  are  not 
contained  in  this  agreement  or  in  any  disclosure 
statements.  Both  parties  are  advised  that  Broker 
does  not  investigate  the  status  of  permits,  zoning  or 
code  compliance;  the  parties  are  to  satisfy  them- 
selves concerning  these  issues. 

PREVIOUSLY  OWNED  PERSONAL  PROPERTY 
AND  FIXTURES: 

The  personal  property  and/or  fixtures  referred  to  in 
this  agreement  may  not  be  new  and  may  have  been 
subject  to  normal  wear  and  tear.  Buyer  understands 
that,  except  as  may  be  provided  otherwise  in  this 
agreement,  Seller  makes  no  express  or  implied  war- 
ranty with  respect  to  the  condition  of  such  property 
included  in  the  sale  and  Seller  assumes  no  obliga- 
tion to  repair  any  item  that  may  fail  after  possession 
is  delivered. 

HAZARDOUS  MATERIALS: 

Buyer  understands  that  the  Broker  has  no  expertise 
with  respect  to  toxic  wastes,  hazardous  materials  or 
undesirable  substances  including,  but  not  limited  to, 
asbestos,  formaldehyde,  lead-based  paint,  radon  gas 
or  underground  storage  tanks.  No  representations,  ei- 
ther expressed  or  implied,  have  been  or  will  be  made 
with  respect  to  the  existence  or  non-existence  of  such 
materials  on  the  property.  Buyers  who  are  concerned 
about  the  presence  of  such  materials  should  have  the 
property  inspected  by  qualified  experts. 

TAX  LIABILITY: 

Buyer  and  Seller  acknowledge  that  they  have  not  re- 
ceived or  relied  upon  any  statements  or  representa- 
tions by  the  Broker  with  respect  to  the  effect  of  this 
transaction  on  their  tax  liability. 

SALE  OF  UNIMPROVED  LAND: 

Buyers  acknowledge  that  they  have  not  relied  upon 
any  representations  by  Broker  to  determine  the  en- 
vironmental condition  of  the  property  or  its  suitability 
for  the  intended  projects. 

NOTE:  Real  estate  licensees  are  not  expected  to 
be  experts  in  areas  such  as  land-use  planning,  sur- 
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veying,  toxic  waste,  hazardous  materials,  tax,  or  law. 
They  are  not  required  to  advise  clients  in  these  dis- 
ciplines. But  if  a  broker  or  agent  undertakes  to  make 
a  statement  about  a  material  fact,  however  innocent 
it  may  be,  he  or  she  then  becomes  responsible  for  the 
accuracy  of  the  representation.  For  example,  if  the 
agent  produces  a  flyer  containing  statements  as  to 
the  size  (e.g.,  "5-parcel"),  the  agent  has  a  duty  of  ver- 
ification. Similarly,  if  the  agent  represents,  by  infer- 
ence or  otherwise,  that  the  information  contained  in 
the  listing  is  accurate,  then  he  or  she  may  be  liable 
if  the  information  later  proves  inaccurate.  Some 
courts  go  so  far  as  to  hold  that  an  agent  has  a  duty 
to  tell  his  or  her  principal  if  any  material  information 
being  relied  upon  has  not  been  verified. 

Risk  Control 

Brokers  should  establish  procedures  to  identify  the 
first  clue  of  grievances  and  set  up  written  policies  to 
deal  with  complaints  before  they  turn  into  litigation. 

•  Salespersons  and  office  staff  should  be  required 
to  immediately  report  the  first  clues  of  a  buyer's 
dissatisfaction  or  "buyer's  remorse"  to  the  broker 
or  a  designated  manager. 

•  All  sales  and  office  staff  should  be  made  aware 
of  the  importance  of  answering  any  complaints 
with  respect  and  consideration,  no  matter  how  ill- 
founded  they  may  appear. 

•  Prompt  action  by  the  broker  is  essential,  showing 
understanding,  but  emphasizing  all  the  positive 
points  of  the  property.  In  case  of  "buyer's 
remorse,"  it  may  be  necessary  to  sell  the  property 
all  over  again.  Often  an  expert  opinion  may  lay  a 
buyer's  concerns  to  rest. 

•  If  the  firm  is  responsible  and  likely  to  incur  lia- 
bility, the  broker  and  his  or  her  attorney  may  con- 
sider the  possibility  of  a  settlement  rather  than 
risk  litigation. 
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MISREPRESENTATION  AND 
NONDISCLOSURE 

A  broker  judged  liable  for  misrepresenting  or  failing 
to  disclose  a  material  fact  could  be  ordered  to  pay 
severe  actual  damages,  punitive  damages,  and  even 
criminal  penalties  in  case  of  fraud.  Other  penalties 
may  include  disciplinary  sanctions  for  violating  the 
Realtors®  Code  of  Ethics  and  suspension  or  revo- 
cation of  real  estate  license. 

Misrepresentation  imposes  liability  on  several 
bases  of  law: 

1.  Intentional  misrepresentation  (active  fraud): 
knowingly  making  a  false  statement  about  a 
material  fact 

2.  Intentional  concealment  (constructive  fraud  or 
passive  fraud):  knowingly  failing  to  disclose  a 
material  fact 

3.  Negligent  misrepresentation:  making  a  false 
statement  about  a  material  fact  that  the  broker 
did  not  know  but  should  have  known  was  false 

4.  Negligent  nondisclosure:  failure  to  disclose  a 
material  fact  for  lack  of  exercising  adequate  care 
in  obtaining  information  about  the  property 

5.  Negligent  advice:  giving  incorrect  professional 
advice  when  the  agent  should  have  known  the 
advice  was  wrong 

Intentional  Misrepresentation 
(Active  Fraud) 

Active  fraud  imposes  liability  for  knowingly  making 
a  false  statement  about  a  material  fact  with  the  inten- 
tion to  deceive  the  buyer.  A  fact  is  material  if  it  would 
affect  a  reasonable  buyer's  decision  to  purchase  the 
property  or  how  much  to  pay  for  it. 

In  Loch  Ridge  Construction,  Inc.  v.  Barray  291 
Ala  312,  280  S2d  745  (1973),  the  buyer  claimed  the 
salesperson  had  fraudulently  misrepresented  the 
house  to  be  in  perfect  condition,  constructed  in  a 
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good  and  workmanlike  manner  and  in  compliance 
with  plans  and  specifications  approved  by  FHA.  The 
court  ruled  in  favor  of  the  buyer. 

In  Pumphrey  v.  Quillen,  Ohio  St  343, 135  NE2d 
328  (1956),  the  court  ruled  that  brokers  may  be  held 
liable  for  fraudulent  misrepresentation  if  they  make 
a  statement  they  know  they  cannot  justify  and  the 
statement  is  found  to  be  false. 

Intentional  Concealment 
(Constructive  Fraud) 

Constructive  fraud  imposes  liability  for  intentionally 
concealing  known  material  defects  to  a  buyer,  par- 
ticularly if  one  or  more  of  the  following  is  true: 

•  The  buyer  is  unable  or  unlikely  to  discover  such 
a  defect  without  assistance,  sometimes  referred 
to  as  a  latent  defect.  Cooper  v.  Jevne,  128  Cal. 
Rpt.  724  (Cal.  App.  1976);  Lynn  v.  Taylor,  642 
P.2d  131  (Kan.  App.  1982). 

•  The  defect  relates  to  a  health  or  safety  matter. 
Cashion  v.  Ahmadi,  345  So.  2d  268  (Ala  1977); 
Gozon  v.  Henderson-Dewey  &  Assoc,  Inc.,  458 
A.  2d  605  (Pa.  Sup.  1983). 

•  The  real  estate  agent  has  led  the  buyer  away  from 
discovering  the  defect. 

•  The  real  estate  agent  has  made  a  false  statement, 
believing  it  to  be  true  when  made,  but  later  dis- 
covering it  to  be  false  without  correcting  it.  Mam- 
mas v.  Oro  Valley  Townhouses,  Inc.,  638  P.2d 
1367  (Ariz.  App.  1981). 

In  May  v.  Hopkinson,  347  S.E.2d  508  (S.C.  App. 
1986),  the  real  estate  agent  obtained  two  estimates 
for  repair  work  on  a  window.  One  estimate  did  not 
include  repairs  to  the  wall's  structural  damage.  The 
agent  did  not  disclose  this  estimate,  and  despite  the 
fact  that  there  were  other  indications  of  termites  and 
additional  problems,  he  informed  the  purchasers  that 
the  house  was  structurally  sound.  The  South  Caro- 
lina Court  of  Appeals  held  that  the  agent's  actions 
supported  a  finding  of  fraud. 
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In  Lynn  v.  Taylor,  7  Kan.  App.  369, 642  P2d  131 
(1982),  the  buyer  of  a  termite-damaged  residence 
sued  the  seller  and  broker  for  delivering  a  clean  pest 
control  inspection  report  while  fraudulently  conceal- 
ing a  negative  report  previously  obtained  by  the  bro- 
ker. The  appellate  court  confirmed  judgment  against 
the  broker  and  seller  and  explained  a  general  princi- 
ple that  a  party  is  under  legal  obligation  to  disclose 
information,  including  existing  reports,  if  it  has 
knowledge  the  other  party  would  not  or  could  not 
reasonably  be  expected  to  have.  Failure  to  do  so  can 
constitute  fraud,  especially  if  the  other  party  relies 
on  the  first  party's  advice. 

In  Century  21  Page  One  Realty  v.  Naghad,  760 
S.W.2d  305  (Tex.  App.  1988),  the  sellers  listed  their 
property  with  a  real  estate  agency.  A  neighbor 
promptly  called  the  agency  and  informed  them  of  a 
sewage  problem  and  threatened  suit  if  it  was  not  fixed 
before  the  property  was  sold.  The  real  estate  agent 
sold  the  property  without  disclosing  the  problem. 
Soon  after  the  purchasers  moved  in,  raw  sewage 
leaked  into  their  yard.  The  Texas  Court  of  Appeal 
affirmed  judgment  against  the  agent  and  the  seller 
for  failing  to  disclose  the  problem. 

Negligent  Misrepresentation 

Negligent  misrepresentation  imposes  liability  for 
false  statements  that  the  real  estate  agent  did  not 
know  were  false  but  that  reasonable  care  in  observa- 
tion would  have  revealed  to  be  untrue.  In  general,  a 
broker  may  rely  on  statements  made  by  the  seller 
unless  the  broker  or  agent  has  observed  or  otherwise 
knows  of  facts  or  conditions  on  the  property  that  give 
reason  to  believe  the  seller's  statements  are  untrue. 
Some  courts  go  so  far  as  to  hold  that  an  agent  has 
a  duty  to  tell  his  or  her  principal  if  any  material  infor- 
mation being  relied  upon  has  not  been  verified. 

To  avoid  liability  on  the  basis  of  negligence,  a  bro- 
ker should  conduct  at  least  a  visual  examination  of 
the  property.  That  examination  should  focus  on  those 
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property  conditions,  features,  and  potential  defects 
that  brokers  in  that  market  area  are  ordinarily 
expected  and  trained  to  recognize  and  understand. 
It  is  important  to  recognize  that  the  inspection  should 
not  and  need  not  extend  to  defects  or  conditions  that 
are  reasonably  discoverable  only  by  professional 
inspectors  in  areas  including  land-use,  planning,  sur- 
veying, toxic  waste,  hazardous  materials,  tax,  or  law. 
Any  defects  or  red  flags  discovered  should  be  dis- 
cussed with  the  seller,  investigated  further,  and  dis- 
closed to  the  buyer. 

The  Alaska  Supreme  Court  noted  that  real  estate 
professionals  "hold  themselves  out  to  the  public  as 
having  specialized  knowledge  of  the  realty  they  sell" 
and  "a  purchaser  who  relies  on  a  material  misrepre- 
sentation, even  though  innocently  made,  has  a  cause 
of  action  against  the  broker  originating  or  commu- 
nicating the  misrepresentation." 

Negligent  Nondisclosure 

Negligent  nondisclosure  imposes  liability  for  failure 
to  exercise  adequate  care  to  discover  a  material  defect 
and  disclose  it  to  the  buyer. 

In  Easton  v.  Strassburger,  152  3rd  90,  199  Cal. 
Rpt  383  (Cal.  App.  1984),  the  plaintiff  purchased  a 
house  that  was  later  severely  damaged  by  a  massive 
landslide.  Although  the  property  had  in  the  past  expe- 
rienced some  earth  movement  and  the  listing  broker 
was  aware  of  certain  red  flags  indicating  the  need  for 
soil  testing,  no  warning  was  given  to  the  buyer.  The 
California  Court  of  Appeals  ruled  that  in  light  of  cer- 
tain red  flags,  the  seller's  agent  was  negligent  in  fail- 
ing to  perform  a  reasonably  competent  inspection  (or 
having  such  an  inspection  performed  by  appropriate 
professionals)  and  revealing  to  the  buyer  the  prob- 
lems that  would  have  been  discovered  in  the  course 
of  such  an  inspection. 

NOTE:  This  decision  imposed  a  duty  on  the 
seller's  agent  to  disclose  defects  to  the  buyer  even 
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though  no  fiduciary  relationship  existed  between  the 
seller's  agent  and  the  buyer. 

In  Robinson  v.  Grossman  (1997)  57  Cal.  App.  4th 
634,  67  Cal.  Rptr.  2d  380,  the  court  reaffirmed  the 
holding  in  Padgett  v.  Phariss  (1997)  54  Cal.  App.  4th 
1270,  63  Cal.  Rptr.  2d  273,  that  neither  common  law 
nor  statute  imposes  upon  real  estate  agents  repre- 
senting the  seller  a  duty  to  independently  verify  the 
accuracy  of  representations  made  by  the  seller 
(unless  contradicted  by  the  agent's  visual  observa- 
tions), or  tell  the  buyer  that  the  matters  have  not  been 
verified. 

However,  in  Salahutdin  v.  Valley  of  California, 
Inc.  (1994)  24  Cal.  App.  4th  555, 29  Cal.  Rptr.  2d  463, 
the  court  held  that,  because  of  the  fiduciary  relation- 
ship, an  agent  representing  the  buyer  does  have  a 
duty  to  verify  facts  (e.g.,  the  size  of  the  parcel)  or 
advise  the  buyer  that  he  or  she  has  not  verified  the 
representation,  if  the  agent  knows  that  the  matter  is 
of  concern  to  the  buyer. 

In  Gouveia  v.  Citycorp  Person  to  Person  Finan- 
cial Center  Inc.  (N.M.  App.  1984),  the  buyer  sued  the 
listing  broker  who  had  described  the  property  in  "all 
top  shape,"  when  in  fact  it  was  "replete  with  major 
defects,"  which  were  not  apparent  until  after  the 
buyer  had  moved  in.  The  New  Mexico  Court  of 
Appeals,  ruling  in  favor  of  the  buyer,  concluded  that 
a  listing  broker  has  a  legal  obligation  to  prospective 
buyers  to  disclose  defects  discoverable  by  reasonable 
inspection. 

In  Provost  v.  Miller,  144  Vt.  67,  473  A2d  1162 
(1984),  the  court  noted  that,  as  seller's  agents,  bro- 
kers are  guilty  of  negligent  misrepresentation  only 
if  they  pass  along  information  that  they  know,  or  have 
reason  to  know,  may  not  be  true. 

In  Hoffman  v.  Connell,  108  Wash.  2d  69,  736 
P2d  242  (1987),  the  Supreme  Court  of  Washington 
ruled  in  favor  of  a  broker  who  innocently  misrepre- 
sented a  property's  location  and  boundary  lines  by 
telling  the  buyer  what  the  seller  had  told  him.  The 
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court  held  that  the  broker  would  be  liable  for  passing 
the  seller's  misinformation  only  if  something  had 
occurred  to  alert  the  broker  of  a  problem,  in  which 
case  the  broker  would  have  been  negligent  in  failing 
to  investigate.  The  court  characterized  brokers  and 
salespeople  as  "marketing  agents,"  not  "structural 
engineers  or  contractors"  and  explained  that  brokers 
have  "no  duty"  to  verify  a  seller's  independent  rep- 
resentations unless  they  are  aware  of  facts  that  "tend 
to  indicate  such  representations  are  false."  However, 
it  is  always  prudent  to  verify  information  regarding 
acreage,  boundary  lines,  and  permitted  uses  of  the 
property. 

In  Amato  v.  Rathbun  Realty,  Inc.,  98  NM  231, 
647  P2d  433  (NM  Ct.  App.  1982),  a  buyer  sued  a  sell- 
ing broker  for  negligent  misrepresentation  and  fail- 
ure to  disclose  information.  The  court  ruled  for  the 
buyer,  noting  "a  broker  is  a  fiduciary  in  a  position  of 
great  trust  and  confidence  and  must  exercise  the 
utmost  good  faith."  Breaching  such  a  duty  can  give 
rise  to  a  cause  of  action  against  the  broker  for  both 
negligence  and  constructive  fraud. 

New  legislation  in  this  area  is  constantly  being 
enacted;  brokers  should  become  familiar  with  new 
developments  in  their  state  through  local  associa- 
tions and  other  sources. 

Negligent  Advice 

Negligent  advice  imposes  a  liability  for  giving  incor- 
rect professional  advice  when  the  agent  should  have 
known  the  advice  was  wrong.  Advice  differs  from  a 
representation  in  that  advice  is  a  suggestion,  whereas 
a  representation  is  a  statement  of  fact.  In  Gerard  v. 
Peterson,  448  N.W.  2d  669  (Iowa  1989),  a  real  estate 
agent,  casually  advising  a  buyer  that  it  "probably 
wasn't  necessary"  to  include  a  financing  contingency 
in  the  purchase  agreement,  was  held  liable  for  giving 
the  buyer  negligent  advice. 
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Frequent  Causes  of  Litigation 
and  How  To  Avoid  Them 

•  Failure  to  disclose  to  a  buyer  that  an  addition  or 
alteration  was  performed  without  a  building  per- 
mit and/or  not  in  compliance  with  code  require- 
ments: courts  have  held  agents  liable  for  failing 
to  verify  that  a  seller  obtained  a  building  permit 
and  final  inspection,  if  necessary,  by  inquiring 
with  the  local  building  department. 

•  Failure  to  disclose  water  leaks  or  drainage  prob- 
lems even  though  they  have  been  fixed:  com- 
plaints for  concealment  can  be  avoided  by 
disclosure  of  all  leaks  including  when,  by  whom, 
and  how  they  were  repaired. 

•  Making  representations  with  respect  to  boundary 
lines:  surveying  is  beyond  the  expertise  of  real 
estate  brokers  and  agents  who  should  avoid 
guessing  about  property  size. 

•  Failure  to  check  the  septic  system  including  the 
leach  lines:  simply  pumping  out  is  not  sufficient; 
agents  should  recommend  using  the  services  of 
a  qualified  inspector. 

•  Failure  to  disclose  pet  urine  contamination:  buy- 
ers should  be  advised  to  retain  a  qualified  expert 
if  such  contamination  is  suspected. 

•  Failure  to  investigate  and  disclose  red  flags  pointing 
to  prior  land  movements  or  excessive  settling,  such 
as  sloping  floors,  distorted  garage  frames,  cracks  at 
window  or  door  corners,  or  cracks  in  fireplaces. 

Summary 

To  minimize  liability  for  misrepresentation  and  non- 
disclosure of  material  facts,  brokers  should: 

1.  Conduct  a  careful  visual  inspection  of  the  prop- 
erty. Discuss  any  red  flags  with  the  seller  and 
investigate  further.  Discuss  any  known  material 
defects,  any  red  flags,  and  the  results  of  investi- 
gations with  the  buyer. 
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2.  Have  sellers  complete  a  Seller  Property  Disclo- 
sure Form,  whether  required  by  law  or  on  a  vol- 
untary basis.  If  there  is  reason  to  believe  the 
seller's  statements  are  incorrect  or  incomplete, 
the  broker  should  investigate  and  resolve  any 
inconsistency  before  relaying  the  seller-provided 
information  to  prospective  buyers. 

3.  Encourage  the  use  of  other  professionals  to 
determine  the  condition  of  the  property. 

4.  Make  only  statements  of  fact  that  have  been  ver- 
ified and  confirm  them  in  writing  to  the  buyer. 

5.  Document  answers  to  the  buyer's  questions. 


Misrepresentation  and  Nondisclosure     C-13 


DISCLOSURE  OF 
ENVIRONMENTAL  HAZARDS 

The  information  contained  in  this  section  is  not 
intended  as  legal  or  technical  advice.  Readers  are 
advised  to  consult  appropriate  experts  or  licensed 
professionals  on  questions  concerning  its  applica- 
bility to  their  particular  factual  circumstances  or 
situation. 

The  Real  Estate  Agent's  Role 

Real  estate  agents  cannot  and  are  not  required  to 
understand  complicated  environmental  legislation. 
This  is  a  field  for  specialized  attorneys  and  environ- 
mental experts.  The  real  estate  agent's  primary 
responsibility  in  this  area  is  ( 1 )  to  recognize  potential 
environmental  hazards  in  commercial,  industrial, 
agricultural,  or  residential  properties;  and  (2)  to  rec- 
ommend that  the  seller  retain  appropriate  experts  to 
evaluate  those  hazards.  Should  the  agent  discover  a 
potential  environmental  hazard,  an  attorney  ought  to 
be  involved  in  drafting  the  required  disclosure.  This 
may  shift  any  liability  from  the  agent  to  the  respec- 
tive experts.  When  representing  the  buyer,  the  broker 
should  recommend  that  any  contamination  be  prop- 
erly cleaned  up.  The  potential  liability  resulting  from 
environmental  problems  is  so  great  that  most  buyers 
should  not  be  encouraged  to  take  such  risk.  A  real 
estate  agent  representing  a  buyer  who  insists  on  pur- 
chasing a  property  that  has  potential  environmental 
problems  should  strongly  advise  the  buyer  in  writ- 
ing, with  the  assistance  of  an  attorney,  not  to  proceed 
with  the  purchase. 
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Major  Federal 
Environmental  Legislation 

Hazardous  Substances  and  Environmental  Laws 

A  number  of  federal  and  state  laws  (1)  regulate  the 
storage,  use,  transportation,  and  disposal  of  hazard- 
ous substances,  and  (2)  require  the  removal  of  haz- 
ardous wastes  by  the  owners  of  real  property.  One 
important  federal  law  that  affects  the  real  estate 
industry  is  the  Comprehensive  Environmental 
Response,  Compensation  and  Liability  Act  of  1980 
(CERCLA),  which  was  amended  as  the  Superfund 
Amendment  and  Reauthorization  Act  of  1986. 

A  major  concern  of  real  estate  brokers  are  those 
laws  that  make  owners  of  real  property  responsible 
for  the  cleanup  of  hazardous  substances  found  on  the 
property.  Under  CERCLA,  there  is  no  financial  limit 
to  an  owner' s  obligation  for  the  cleanup  of  hazardous 
wastes  found  on  his  or  her  property.  The  current 
owner  may  be  strictly  or  absolutely  liable  for  the 
costs  of  the  cleanup  whether  he  or  she  caused  the 
problem  or  not.  However,  CERCLA  states  that  a 
defense  to  this  liability,  known  as  the  innocent  land- 
owner defense,  may  be  satisfied  if  an  assessment  is 
performed  prior  to  acquisition  of  the  property,  which 
constitutes  "all  appropriate  inquiry  into  the  previous 
ownership  and  uses  of  the  property  consistent  with 
good  commercial  or  customary  practice"  as  defined 
in  42  USC  Section  9601(35)(B). 

In  agreements  for  the  sale  of  real  property,  buyers 
will  want  a  comprehensive  warranty  and  indemnity 
from  the  seller  with  respect  to  the  existence  of  haz- 
ardous wastes.  Sellers  ordinarily  will  want  to  limit 
their  representations  to  facts  of  which  they  have 
actual  knowledge  and  require  the  buyer  to  make  his 
or  her  own  investigation.  Although  an  indemnity 
agreement  can  be  helpful,  an  indemnification  is  only 
good  if  the  indemnifying  parties  still  exist  and  have 
the  funds  to  back  it  up.  Some  states  require  sellers  of 
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commercial  property  to  notify  the  buyer  of  the  exist- 
ence of  any  hazardous  substance  known  to  the  seller. 

Lenders  are  concerned  with  the  effect  of  hazard- 
ous wastes  upon  the  value  of  their  security.  Because 
of  this,  they  normally  require  a  comprehensive 
inspection  and  report  with  respect  to  the  environ- 
mental integrity  of  the  property.  Many  lenders 
require  that  an  environmental  inspection  be  per- 
formed by  an  environmental  professional  prior  to 
agreeing  to  lend  money  on  a  parcel  of  real  property. 
This  is  more  often  the  case  with  properties  zoned 
commercial  or  industrial,  or  those  that  have  a  history 
warranting  an  investigation. 

Current  commercial  leases  commonly  include  a 
provision  prohibiting  the  use  or  storage  of  hazardous 
substances  on  the  premises,  or  requiring  that  the  les- 
see comply  with  all  the  environmental  laws.  Some 
states  require  a  lessee  to  notify  the  lessor  of  the  exist- 
ence of  any  hazardous  substance  on  the  premises. 

The  Resource  Conservation  and 
Recovery  Act  of  1976  (RCRA) 

RCRA  enables  the  EPA  to  regulate  hazardous  waste 
generators,  hazardous  waste  facilities,  and  the  trans- 
portation of  hazardous  wastes. 

Under  RCRA,  a  waste  is  hazardous  if  it 

•  is  specifically  listed  as  hazardous;  or 

•  fails  specific  characteristic  tests  that  result  in  it 
being  considered  either  toxic,  corrosive,  reac- 
tive, or  ignitable. 

A  real  estate  agent  should  be  aware  that  a  trans- 
porter of  hazardous  wastes  must  be  registered.  If  a 
potentially  hazardous  waste  is  found  on  a  property, 
it  should  be  left  in  place  until  picked  up  by  a  certified 
hauler;  a  real  estate  agent  is  not  normally  a  registered 
hazardous  waste  transporter.  Additionally,  strict 
documentation  requirements  apply. 
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Environmental  Responsibilities  under 
CERCLA/Superfund 

Environmental  liability  extends  to  those  who  violate 
environmental  quality  laws  and  to  those  who  some- 
how become  responsible  for  the  cleanup  of  contam- 
inated property.  Keep  in  mind  that  the  issue  is  not 
fairness.  It  is  a  question  of  who  has  "deep  pockets" 
and  might  be  able  to  afford  to  pay  for  the  cleanup. 
The  government  will  seek  cleanup  costs  from  inno- 
cent purchasers  of  real  estate  if  the  original  wrong- 
doer is  insolvent  or  cannot  be  found.  In  other  words, 
this  legislation  is  based  on  strict  liability.  It  doesn't 
matter  if  the  contamination  was  not  the  owner' s  fault. 

NAR  advises  that  brokers  should  familiarize 
themselves  with  hazards  known  to  be  common  in 
their  market  area.  The  broker's  investigation  should 
include  signs  of  environmental  problems  readily 
apparent  to  a  real  estate  broker,  but  the  broker  should 
not  be  expected  to  discover  problems  apparent  only 
to  the  trained  eye  or  judgment  of  an  environmental 
expert. 

When  there  is  a  release  (spill,  leak,  etc.)  of  haz- 
ardous substances,  CERCLA  gives  the  Environmen- 
tal Protection  Agency  (EPA)  the  right  to  have  the 
substances  cleaned  up  either  by 

1 .  cleaning  up  a  release  using  Superfund  resources 
and  suing  to  recover  costs  from  any  responsible 
party  on  a  strict  liability  basis;  or 

2.  ordering  through  injunction  that  responsible 
parties  have  to  clean  up  the  release.  EPA  has  the 
right  to  fine  violators  at  $25,000  per  day. 

Note  that  no  minimum  amount  is  required  for  the 
definition  of  a  release.  Even  the  threat  of  a  release 
is  sufficient  to  trigger  EPA  action  to  require  payment 
for  a  cleanup. 

Liability  for  Cleanup 

Who  can  become  liable  for  cleaning  up  contaminated 
property?  Property  owners,  lenders  who  foreclose  on 
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contaminated  property,  parties  who  have  the  equiv- 
alency of  ownership  through  a  sale-leaseback.  and 
others  can  become  responsible  for  cleanup  costs. 
Superfund  Section  107(a)  imposes  liability  on  per- 
sons known  as  potentiallx  responsible  parties 
(PRPs): 

1.  Those  who  have  operations  and  processes  that 
release  regulated  materials  or  wastes  must  pay 
to  clean  up  the  contaminated  property  or  prop- 
erty where  the  wastes  were  improperly  (ille- 
gally) disposed.  This  could  include  problems 
from  leaking  tanks  affecting  the  soil  or  ground- 
water. It  could  range  from  contamination  result- 
ing from  illegal  dumping  of  materials  to  legal 
disposal  of  a  waste  that  later  caused  a  problem. 

2 .  The  current  owner  or  purchaser  may  have  to  pay 
for  cleanup  of  contamination  from  previous 
owners,  even  if  the  current  owner  had  nothing 
to  do  with  past  contamination. 

3.  The  current  owner  may  have  to  pay  for  disposal 
of  wastes  illegally  disposed  without  the  consent 
of  the  owner  by  an  unknown  third  party. 

4.  An  owner  of  land  may  be  responsible  to  pay  for 
the  cleanup  of  wastes  that  have  leached  in  from 
an  adjoining  property. 

5.  Landlords  may  be  liable  for  actions  of  their  ten- 
ants whenever  a  tenant  improperly  disposes  of 
hazardous  waste  onto  a  property. 

6.  Tenants  may  assume  liability  for  property  con- 
ditions or  may  be  required  to  correct  a  condition 
they  did  not  create  or  contribute  to.  such  as 
cleanup  of  a  prior  tenant"  s  waste  or  the  removal 
of  asbestos  necessary  for  renovation. 

Current  owners  can  become  responsible  for 
cleanup  costs  when  hazardous  substances  are  dis- 
covered, unless  they  can  prove  they  meet  the  require- 
ments of  the  innocent  landowner  defense  under 
CERCLA  at  42  USC  960 1  (35)(A).  They  can  also  be 
liable  for  pre-existing  hazardous  substances  if  these 
are  later  released  into  the  environment. 
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Congress  has  issued  regulations  describing 
when  lenders  and  fiduciaries  are  liable  for  cleanup 
costs  under  CERCLA.  Under  these  regulations, 
secured  lenders  are  not  considered  to  be  in  the  chain 
of  title  for  liability  purposes  even  if  they  foreclose 
on  a  trust  deed  and  briefly  own  the  property,  unless 
they  participate  in  the  management  of  the  property. 

Limiting  a  Landowner's  Liability 

Defenses  include  an  act  of  God,  an  act  of  war,  and/ 
or  an  act  of  an  unrelated  third  party  of  an  innocent 
owner. 

The  so-called  innocent  landowner  defense  may 
not  stop  the  purchaser  from  losing  the  contaminated 
asset.  It  will  merely  protect  other  income  and  assets 
from  being  attached  for  the  cleanup  costs.  The  gen- 
eral rule  is:  to  avoid  liability  for  cleanup  costs,  a  pur- 
chaser must  make  all  appropriate  and  customary 
inquiries  into  the  past  ownership  and  use  of  the  prop- 
erty. If  contamination  is  found  later,  liability  for 
cleanup  costs  might  not  attach,  although  one' s  equity 
in  the  property  might  be  lost.  The  process  of  talcing 
all  appropriate  and  reasonable  steps  to  ascertain  that 
there  is  no  contamination  is  part  of  what  is  called 
environmental  due  diligence. 

Example 

Part  of  environmental  due  diligence  is  to  become 
aware  of  red  flags  that  might  suggest  the  possibility 
of  contamination.  In  BCW  Assoc.  Ltd.  v.  Occidental 
Chem  Corp.,  3  Toxics  Law  Reporter  943,  No.  88- 
5847  (E.D.  PA  September  29,  1988),  a  purchaser 
relied  solely  on  an  engineer's  report  of  no  contami- 
nation. Dust  had  accumulated  in  the  building;  the 
purchaser  decided  not  to  have  the  dust  tested  even 
though  it  was  an  indication  of  possible  problems.  The 
dust  was  later  found  to  contain  lead,  and  the  pur- 
chaser was  ordered  by  the  federal  court  to  pay  some 
of  the  cleanup  costs  for  ignoring  an  "obvious  red  flag 
of  contamination." 
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The  Environmental  Protection  Agency  is  willing 
to  consider  a  de  minimis  settlement  with  innocent 
landowners  that  would  limit  the  amount  the  land- 
owner had  to  contribute  to  the  cost  of  hazardous 
waste  cleanup. 

1 .  To  meet  the  requirements  of  such  a  settlement 
the  following  question  must  be  answered  affir- 
matively: "Did  the  landowner  acquire  the  prop- 
erty without  knowledge  or  reason  to  know  of  the 
disposal  of  hazardous  substances?" 

2.  To  meet  this  test,  the  landowner  must  show  that 
he  or  she  has  conducted  "all  appropriate  inquiry." 
Factors  listed  under  Section  101(35)(B)  for 
consideration  in  determining  if  all  appropriate 
inquiry  has  been  made  include: 

a.  any  specialized  knowledge  of  an  experienced 
defendant; 

b.  relationship  of  purchase  price  to  value  of  the 
property  if  uncontaminated; 

c.  commonly  known  or  reasonably  ascertain- 
able information  about  the  property; 

d.  the  obviousness  of  the  presence  or  likely 
presence  of  contamination  at  the  property; 
and 

e.  the  ability  to  detect  such  contamination  by 
appropriate  inspection. 

3.  IMPORTANT  OBSERVATION:  The  ability  of 
a  purchaser  to  demonstrate  "all  appropriate 
inquiry"  and  thus  be  able  to  receive  a  de  minimis 
settlement  may  be  based  on  the  issue  of  whether 
the  real  estate  agent  was  diligent  in  ascertaining 
and  disclosing  material  facts. 

4.  The  EPA  publishes  a  National  Priorities  List  of 
sites  that  require  action  through  the  Superfund. 
There  are  potentially  30,000  such  sites  nation- 
ally. 
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Specific  Environmental 
Hazards 

Asbestos 

Basically,  there  is  no  safe  level  of  asbestos  exposure. 
It  is  a  fibrous  material  that  has  been  used  as  construc- 
tion material  because  it  is  a  good  fire  retardant  and 
efficient  insulator.  When  inhaled,  asbestos  can  cause 
asbestosis,  a  fibrotic  scarring  in  the  lung;  lung  can- 
cer; and  mesothelioma,  a  cancer  of  the  chest  cavity. 
A  1988  random  survey  by  the  EPA  found  asbestos 
in  about  20%  of  buildings  surveyed.  A  national  hot- 
line on  asbestos  can  be  reached  at  1-800-368-5888 
or  Washington  local,  202-293-0032  (8:30  A.M.  to  5 
P.M.,  EST). 

Asbestos  or  asbestos-containing  material 
(ACM)  can  be  classified  into  two  general  categories: 
friable  and  nonfriable. 

Friable  products  are  materials  that  can  easily 
crumble,  usually  with  little  mechanical  activity.  This 
is  considered  the  most  dangerous  because  when  this 
asbestos  becomes  airborne,  asbestos  fibers  can  be 
easily  inhaled.  Activities  that  can  cause  friable  prod- 
ucts to  become  airborne  include  routine  cleaning, 
repair,  and  maintenance;  renovation,  operation  of 
air-conditioning,  and  general  deterioration  over 
time. 

Nonfriable  products  typically  contain  bonding 
agents  like  cements,  plastics,  and  so  on  that  prevent 
asbestos  from  being  released  into  the  air.  However, 
problems  can  occur  if  the  material  is  physically 
altered  through  sanding,  drilling,  and  so  forth.  The 
owner  or  operator  of  a  demolition  or  renovation 
activity  must  first  thoroughly  inspect  the  pertinent 
facility  area  for  the  presence  of  asbestos-containing 
material  prior  to  any  construction  activities.  Any 
contractor  working  near  a  potential  ACM  should  be 
notified  of  its  presence. 

The  use  of  asbestos  in  buildings  has  been  gener- 
ally prohibited  since  1978,  with  some  restrictions  as 
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early  as  1973.  A  building  constructed  prior  to  1979, 
therefore,  becomes  a  red  flag  property  and  should  be 
evaluated  for  asbestos  danger. 

The  EPA  has  indicated  that  many  homes  built 
during  the  past  20  years  probably  do  contain  asbestos 
products.  (It  should  be  noted  that  asbestos  still  may 
be  present  in  a  building  constructed  after  1979  if 
older  building  materials  were  used.)  According  to 
experts,  some  places  where  asbestos  might  be  found 
in  the  home  include 

•  around  pipes  and  furnaces  in  older  homes  as  insu- 
lating jackets  and  sheeting; 

•  in  some  vinyl  flooring  material; 

•  in  ceiling  tiles  and  sprayed  ceilings; 

•  in  exterior  roofing,  shingles,  and  siding; 

•  in  some  wallboards; 

•  mixed  with  other  materials  and  sprayed  around 
pipes,  ducts,  and  beams; 

•  in  patching  compounds  or  textured  paints;  and 

•  in  door  gaskets  of  stoves,  furnaces,  and  ovens. 

Both  the  EPA  and  the  Occupational  Safety  and 
Health  Administration  (OSHA)  have  authority  in 
issues  concerning  asbestos. 

On  July  26,  1986,  the  permissible  exposure  limit 
(PEL)  for  an  eight-hour  period  was  lowered  by 
OSHA  to  0.2  fibers  per  cubic  centimeter. 

Removal  of  asbestos  should  be  performed  by 
experts.  Projects  involving  more  than  230  square  feet 
or  160  linear  feet  of  asbestos-carrying  materials 
require  notification  to  the  EPA  regional  office.  On 
July  20,  1990,  OSHA  proposed  new  standards  that 
would  only  exempt  repair  or  removal  of  asbestos  on 
pipes  of  less  than  21  linear  feet  and  repair  and 
removal  of  an  asbestos  panel  of  less  than  9  square 
feet  (see  Zachary  S.  Cowan,  "New  Asbestos  Rules 
on  the  Horizon  for  Building  Owners,"  Building 
Operating  Management,  January  1991,  p.  34). 

Experts  indicate  that  "if  the  material  is  in  good 
condition  and  in  an  area  where  it  is  not  likely  to  be 
disturbed,  leave  the  asbestos-containing  material  in 
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place."  Extreme  care  should  be  exercised  in  han- 
dling, cleaning,  or  working  with  material  suspected 
of  containing  asbestos.  The  owner  or  operator  of  a 
demolition  or  renovation  activity  must  first  thor- 
oughly inspect  the  pertinent  facility  area  for  the  pres- 
ence of  asbestos-containing  material  prior  to  any 
construction  activities.  Any  contractor  working  near 
a  potential  ACM  should  be  notified  of  its  presence. 

Formaldehyde 

Formaldehyde  is  a  colorless,  gaseous  chemical  com- 
pound that  was  used  for  home  insulation  until  the 
early  1980s.  It  is  also  used  in  some  glues,  resins,  pre- 
servatives, and  bonding  agents. 

In  homes,  the  most  likely  source  of  formalde- 
hyde is  adhesives  in  pressed-wood  building  materi- 
als (used  in  furniture,  kitchen  cabinets,  etc.)  and 
insulation. 

Health  risks  to  humans  are  undetermined,  but  it 
has  been  found  to  cause  cancer  in  animals,  while 
humans  exposed  to  sufficient  quantities  have  been 
affected  with  skin  rash,  breathing  difficulties,  and 
other  symptoms. 

Formaldehyde  emissions  decrease  over  the  first 
two  or  three  years;  experts  say  that  older  urea-form- 
aldehyde building  materials  are  probably  not  a  sig- 
nificant source  of  formaldehyde  emissions. 

Radon 

Radon  is  a  naturally  occurring,  odorless,  tasteless 
radioactive  gas.  It  is  the  second  largest  cause  of  lung 
cancer  after  cigarette  smoking.  Radon  is  one  of  the 
few  known  Group  A  carcinogens.  It  occurs  in  regions 
that  contain  uranium.  It  also  has  been  discovered  in 
soils  with  phosphate,  granite,  and  certain  types  of 
shale.  Problems  occur  when  radon  passes  through 
cracks  and  spaces  in  the  foundation  and  becomes 
concentrated  in  tight  buildings  that  do  not  allow  the 
gas  to  escape  and  dissipate  to  the  outside.  Radon  can 
also  seep  into  well  water,  but  the  likelihood  is 
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reduced  for  homes  supplied  with  a  municipal  water 
supply.  According  to  the  National  Council  on  Radi- 
ation Protection  and  Measurement,  radon  represents 
55%  of  all  radiation  sources.  A  national  hotline  is  1- 
800-SOS-RADON  (1-800-767-7236)  or  202-293- 
2270,  FAX:  202-293-0032. 

Radon  problems  can  be  corrected  by  sealing 
cracks  in  foundations  and  by  increasing  ventilation. 

Indoor  Air  Quality 

A  broader  issue,  of  which  asbestos,  formaldehyde, 
and  radon  are  a  part,  is  the  problem  of  indoor  air  qual- 
ity in  commercial  and  industrial  buildings. 

As  part  of  due  diligence  in  the  purchase  of  a  com- 
mercial building,  clients  should  be  advised  to  con- 
sider hiring  experts  to  perform  indoor  air  quality 
surveys.  Buildings  that  are  sealed  to  promote  energy 
efficiency  also  can  seal  in  pollution  and  facilitate 
radon  problems.  Air  cirulation  is  an  important  factor 
in  improving  indoor  air  quality. 

One  authority,  J.  M.  Kuvalanka,  has  described 
something  called  sick  or  tight-building  syndrome 
with  symptoms  including  headaches,  fatigue,  skin 
and  eye  irritations,  allergies,  and  upper  respiratory 
problems.  An  indoor  air  quality  survey  can  include 
some  or  all  of  the  following:  tenant  and  employee 
questionnaires,  ventilation  studies,  C02  profiling, 
temperature  and  relative  humidity  measurements, 
and  specific  contaminant  sampling  and  analysis. 

Lead 

Lead  poisoning  is  a  result  of  ingesting  lead,  either 
through  drinking  water  or  food,  or  by  breathing  in 
fine  particles  in  the  air.  It  can  cause  permanent  dam- 
age to  the  brain  and  many  other  organs,  and  may 
cause  reduced  intelligence  and  behavioral  problems. 
Lead  can  also  cause  abnormal  fetal  development  in 
pregnant  women. 

In  an  effort  to  combat  the  hazard  of  contaminated 
drinking  water,  the  Safe  Drinking  Water  Act  of  1986 
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requires  the  use  of  lead-free  solder,  pipes,  and  flux 
for  any  facilities  connected  to  a  public  water  system. 

Lead-Based  Paint.  Approximately  three-quarters 
of  the  nation's  housing  built  before  1978  contains 
lead-based  paint,  usually  found  on  walls,  woodwork, 
and  door  and  window  frames.  Lead-based  paint  is 
especially  hazardous  to  children  who  tend  to  absorb 
more  lead  than  adults  and  are  more  likely  to  exhibit 
hand-to-mouth  behavior. 

To  protect  families  from  exposure  to  lead  from 
paint,  dust,  and  soil,  Congress  passed  the  Residential 
Lead-Based  Paint  Hazard  Reduction  Act  of  1992.  In 
accordance  with  the  act,  HUD  and  EPA  promulgated 
regulations  requiring  the  disclosure  of  known  infor- 
mation on  lead-based  paint  and  lead-based  paint  haz- 
ards before  a  sale  or  lease  agreement  becomes 
binding.  Target  housing  under  the  act  is  housing  built 
prior  to  1978,  except: 

•  zero-bedroom  units,  such  as  efficiency  units, 
lofts,  and  dormitories; 

•  leases  for  less  than  100  days  where  no  lease 
renewal  can  occur,  such  as  vacation  houses  or 
short-term  rentals; 

•  housing  for  the  elderly  (unless  children  live 
there); 

•  housing  for  the  handicapped  (unless  children  live 
there); 

•  rental  housing  that  has  been  inspected  by  a  cer- 
tified inspector  and  found  to  be  free  of  lead-based 
paint;  and 

•  foreclosure  sales. 

Requirements 

Before  a  contract  for  the  sale  or  lease  becomes 
binding,  the  following  must  occur: 

•  Sellers  and  landlords  must  give  buyers  and  rent- 
ers the  pamphlet,  developed  by  EPA  and  HUD, 
titled  Protect  Your  Family  from  Lead  in  Your 
Home,  available  in  English  and  Spanish. 
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•  Sellers/landlords  must  disclose  to  buyers/tenants 
and  to  each  agent  in  the  transaction  any  known 
lead-based  paint  and  lead-based  paint  hazards. 
The  regulations  do  not  require  any  testing  or 
removal  of  lead-based  paint  by  sellers  or  land- 
lords. 

•  Sellers/landlords  must  provide  to  buyers/renters 
available  reports  concerning  lead-based  paint 
and  lead-based  paint  hazards  on  the  property. 

•  If  this  information  is  provided  after  the  seller/les- 
sor receives  an  offer,  he  or  she  must  allow  the 
buyer/lessee  an  opportunity  to  review  the  infor- 
mation and  possibly  amend  the  offer. 

•  Home  buyers  must  be  given  a  ten-day  (or  any 
other  agreed  upon  time  period)  opportunity  to 
conduct  a  lead-based  paint  inspection  or  risk 
assessment  at  their  own  expense. 

•  A  Certification  and  Acknowledgment  of  Disclo- 
sure must  be  attached  to  the  purchase  agreement 
in  which  the  buyer  acknowledges,  among  other 
things,  that  he  or  she  has  received  an  opportunity 
to  conduct  a  risk  assessment  or  inspection  within 
ten  days  (or  other  agreed  upon  period)  or  has 
waived  the  opportunity.  (Form  110.74,  Certifi- 
cation and  Acknowledgment  of  Disclosure, 
available  from  Professional  Publishing,  fulfills 
these  requirements). 

•  Both  listing  and  selling  agent  (except  a  selling 
agent  who  is  paid  solely  by  the  buyer  or  lessee), 
must  inform  the  seller  or  lessor  of  his  or  her  obli- 
gations and  ensure:  (a)  that  the  required  disclo- 
sures are  given;  (b)  that  the  buyer  is  permitted  the 
opportunity  to  inspect,  unless  waived;  and  (c) 
that  the  Certification  and  Acknowledgment  is 
completed.  If  the  agent  does  this,  he  or  she  will 
not  be  liable  for  the  seller's  or  lessor's  failure  to 
disclose. 

•  A  copy  of  the  Certification  and  Acknowledg- 
ment must  be  kept  by  the  seller  and  both  agents 
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for  three  years  after  closing  or  the  commence- 
ment of  the  lease. 

In  addition  to  civil  and  criminal  sanctions,  any 
person  who  knowingly  violates  the  provisions  will 
be  jointly  and  severally  liable  to  the  purchaser  or  les- 
see in  an  amount  equal  to  three  times  the  amount  of 
damages  actually  incurred,  together  with  attorney 
fees,  expert  witness  fees,  and  costs. 

Waste  Disposal  Sites 

Americans  produce  vast  quantities  of  garbage  every 
day.  Despite  public  and  private  recycling  and  com- 
posting efforts,  huge  piles  of  waste  materials — from 
beer  cans,  junk  mail,  and  diapers  to  food,  paint,  and 
toxic  chemicals — must  be  disposed  of.  Landfill 
operations  have  become  the  main  receptacles  for  gar- 
bage and  refuse.  Special  hazardous  waste  disposal 
sites  have  been  established  to  contain  radioactive 
waste  from  nuclear  power  plants,  and  toxic  chemi- 
cals and  waste  materials  produced  by  medical, 
scientific,  and  industrial  processes. 

Perhaps  the  most  prevalent  method  of  common 
waste  disposal  is  to  simply  bury  it.  A  landfill  is  an 
enormous  hole,  either  excavated  for  the  purpose  of 
waste  disposal  or  left  over  from  surface  mining  oper- 
ations. The  hole  is  lined  with  clay  or  a  synthetic  liner 
to  prevent  leakage  of  waste  material  into  the  water 
supply.  A  system  of  underground  drainage  pipes  per- 
mits monitoring  of  leaks  and  leaching.  Waste  is  laid 
on  the  liner  at  the  bottom  of  the  excavation,  and  a 
layer  of  topsoil  is  then  compacted  onto  the  waste.  The 
layering  procedure  is  repeated  again  and  again  until 
the  landfill  is  full,  the  layers  mounded  up  sometimes 
as  high  as  several  hundred  feet  over  the  surrounding 
landscape.  Capping  is  the  process  of  laying  two  to 
four  feet  of  soil  over  the  top  of  the  site  and  then  plant- 
ing grass  or  some  other  vegetation  to  enhance  the 
landfill's  aesthetic  value  and  to  prevent  erosion.  A 
ventilation  pipe  runs  from  the  landfill' s  base  through 
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the  cap  to  vent  off  accumulated  natural  gases  created 
by  the  decomposing  waste. 

Federal,  state,  and  local  regulations  govern  the 
location,  construction,  content,  and  maintenance  of 
landfill  sites.  Test  wells  around  landfill  operations 
are  installed  to  constantly  monitor  the  groundwater 
in  the  surrounding  area,  and  soil  analyses  can  be  used 
to  test  for  contamination.  Completed  landfills  have 
been  used  for  such  purposes  as  parks  and  golf 
courses.  Rapid  suburban  growth  has  resulted  in 
many  housing  developments  and  office  campuses 
being  built  on  landfill  sites. 

Examples 

•  A  suburban  office  building  constructed  on  an  old 
landfill  site  was  very  popular  until  its  parking  lot 
began  to  sink.  While  the  structure  itself  was  sup- 
ported by  pylons  driven  deep  into  the  ground,  the 
parking  lot  was  unsupported.  As  the  landfill 
beneath  it  compacted,  the  wide  concrete  lot  sank 
lower  and  lower  around  the  building.  Each  year, 
the  building' s  management  had  to  relandscape  to 
cover  the  exposed  foundations.  The  sinking  park- 
ing lot  eventually  severed  underground  phone 
and  power  lines  and  water  mains,  causing  the  ten- 
ants considerable  inconvenience.  Computers 
were  offline  for  hours,  and  flooding  was  frequent 
on  the  ground  floor.  Finally,  leaking  gases  from 
the  landfill  began  causing  unpleasant  odors.  The 
tenants  moved  out,  and  the  building  was  left 
vacant,  a  victim  of  poorly  conceived  landfill 
design. 

•  Hazardous  and  radioactive  waste  disposal  sites 
are  subject  to  strict  state  and  federal  regulation 
to  prevent  the  escape  of  toxic  substances  into  the 
surrounding  environment.  Some  materials,  such 
as  radioactive  waste,  are  sealed  in  containers  and 
placed  in  "tombs"  buried  deep  underground.  The 
tombs  are  designed  to  last  thousands  of  years, 
built  according  to  strict  federal  and  state  regula- 
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tions.  These  disposal  sites  are  usually  limited  to 
extremely  remote  locations,  well  away  from  pop- 
ulated areas  or  farmland. 

•  The  Midwest  Interstate  Compact  on  Low-Level 
Radioactive  Waste  is  one  example  of  a  regional 
approach  to  the  disposal  of  hazardous  materials. 
The  states  of  Delaware,  Illinois,  Indiana,  Iowa, 
Kansas,  Kentucky,  Maryland,  Michigan,  Minne- 
sota, Missouri,  Nebraska,  North  Dakota,  Ohio, 
South  Dakota,  Virginia,  and  Wisconsin  have 
agreed  to  cooperate  in  establishing  and  managing 
regional  low-level  radioactive  waste  sites.  This 
approach  allows  the  participants  to  share  the 
costs,  benefits,  obligations,  and  inconveniences 
of  radioactive  waste  disposal  in  a  fair  and  rea- 
sonable way. 

•  Environmental  issues  have  a  significant  impact 
on  the  real  estate  industry.  In  1995,  a  jury 
awarded  $6.7  million  to  homeowners  whose 
property  values  had  been  reduced  because  of  the 
defendant  tire  company's  negligent  operation 
and  maintenance  of  a  hazardous  waste  dump  site. 
The  1,713  plaintiffs  relied  on  testimony  from 
economists  and  a  real  estate  appraiser  to  demon- 
strate how  news  stories  about  the  site  had  lowered 
the  market  values  of  their  homes.  Nationwide, 
some  landfill  operators  now  offer  price  guaran- 
tees to  purchasers  of  homes  near  waste  disposal 
sites. 

Underground  Storage  Tanks  (USTs) 

Underground  storage  tanks  have  been  used  to  store 
petroleum  products,  chemicals,  and  liquid  wastes 
since  the  early  1900s  for  the  convenience  of  owners 
and  for  what  was  then  considered  "safety."  However, 
corrosion,  stress,  and  faulty  construction,  or  instal- 
lation have  caused  tanks  to  leak  after  20  years  or 
sooner,  depending  on  the  corrosiveness  of  the  soil. 
Some  estimates  place  the  number  of  USTs  in  the 
United  States  between  3  and  5  million,  and  the  EPA 
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estimates  that  on  a  national  scale  about  40%  of  USTs 
are  leaking — discharging  gasoline,  petroleum  prod- 
ucts, and  other  hazardous  liquids  into  the  soil  and 
potential  groundwater  sources. 

Under  federal  law,  a  UST  is  defined  as  any  tank 
system,  including  its  piping,  that  has  at  least  10%  of 
its  volume  underground.  Federal  law  regulates  only 
those  tanks  that  are  used  to  store  petroleum  or  those 
hazardous  chemicals  regulated  under  CERCLA 
(Superfund).  The  following  tanks  are  exempt: 

•  Farm  and  residential  tanks  holding  1 , 1 00  gallons 
or  less  motor  fuel  used  for  noncommercial  pur- 
poses 

•  Tanks  storing  heating  oil  used  on  the  premises 
where  stored 

•  Tanks  on  or  above  the  floor  of  underground 
areas,  such  as  basements  or  tunnels 

•  Septic  tanks  and  systems  for  collecting  storm 
water  and  waste  water 

•  Flow-through  process  tanks  and  emergency  spill 
and  over-fill  tanks 

Under  Superfund,  both  current  and  former  own- 
ers are  responsible  for  the  maintenance  of  a  UST. 
Therefore,  responsibility  for  complying  with  federal 
UST  requirements  can  continue  even  after  owner- 
ship of  the  UST  is  terminated. 

Above-ground  spills  from  a  UST,  which  either 
release  25  gallons  of  a  petroleum  substance,  or  cause 
an  oil  sheen  on  nearby  water  surfaces,  must  be 
reported  to  the  local  administering  agency  within  24 
hours.  Below-ground  releases  must  be  reported 
within  24  hours  after  discovery.  Failure  to  report  a 
spill  or  release  can  result  in  civil  or  criminal  penalties 
or  both.  Owners  should  consult  legal  counsel  when 
dealing  with  property  containing  a  UST. 

Clues  indicating  the  possible  presence  of  a  UST: 

•  Air  vents  or  piping  sticking  out  of  the  ground 
above  the  tank 

•  Oil  sheens  in  wet  areas 
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•    Traces  of  concrete,  metal,  or  asphalt  that  may 
indicate  former  commercial  use  of  the  property 

Where  such  indicators  are  observed,  the  seller 
should  be  questioned  concerning  any  knowledge  he 
or  she  may  have  about  the  presence  of  a  UST. 

The  presence  of  a  UST  should  be  a  red  flag,  trig- 
gering advice  to  the  client  that  further  investigation 
by  a  qualified  expert  is  needed.  Real  estate  licensees 
should  be  familiar  with  disclosure  laws  in  their  state 
so  they  can  properly  advise  buyers  and  sellers. 

In  states  where  sellers  are  not  required  to  make 
written  disclosures,  including  knowledge  of  USTs 
on  their  property,  a  buyer  would  be  well  advised  to 
ask  the  seller  about  the  presence  of  underground  stor- 
age tanks  and  to  include  the  seller's  statement  in  the 
sales  agreement.  The  existence  of  a  UST  can  often 
be  discovered  by  fill  pipes  or  vent  lines  protruding 
from  or  flush  with  the  ground,  stained  soil,  odors  or 
fumes,  such  as  fuels  or  solvents,  seemingly  coming 
from  nowhere.  If  the  presence  of  a  UST  is  suspected, 
a  trained  consultant  should  be  retained  to  perform 
further  studies.  It  should  be  noted  that  there  may  not 
be  any  visual  signs  of  a  UST.  such  as  vent  and  fill 
pipes.  In  some  cases,  detailed  historical  investigation 
may  be  required  to  identify  a  potential  UST. 

Once  it  has  been  established  that  a  UST  is  in  the 
ground,  further  steps  need  to  be  taken  to  determine 
( 1 )  whether  the  tank  is  leaking.  (2)  the  extent  of  any 
contamination  caused  by  the  leakage,  and  ( 3 )  the  cost 
of  remediating  the  contamination. 

The  first  step  is  a  Phase  I  Assessment.  This  may 
include  a  physical  examination  of  the  property, 
review  of  the  property's  history,  examination  of 
records  showing  reported  incidents  and  potential 
problems,  and  investigation  into  nearby  potential 
off-site  locations  of  contamination.  Sampling  is  not 
normally  performed  during  a  Phase  I  Assessment.  If 
it  is  known  that  a  UST  exists,  a  tank  tightness  test 
may  be  able  to  determine  whether  a  tank  is  leaking 
and  to  what  extent.  The  result  of  a  Phase  I  Assess- 

Disclosure  of  Environmental  Hazards     C-31 


K 


ment  will  help  determine  if  an  environmental  con- 
tamination problem  potentially  exists.  If  it  appears 
that  a  potential  problem  exists,  it  usually  is  verified 
in  a  Phase  II  Assessment. 

During  a  Phase  II  Assessment,  sampling  is  per- 
formed to  verify  the  potential  problem.  If  the  poten- 
tial problem  is  a  UST,  it  is  often  removed,  and 
samples  are  taken  from  under  it.  If  a  release  has  been 
verified,  the  pertinent  regulatory  agencies  must  be 
informed.  If  necessary,  the  extent  of  contamination 
is  normally  characterized  in  a  Phase  III  Assessment. 
In  this  phase,  sampling  is  performed  to  determine 
how  far  the  problem  has  migrated. 

Once  reported,  the  pertinent  regulatory  agency 
will  usually  provide  guidance  on  remediation.  For  a 
leaking  tank,  this  may  include  removal  of  the  tank 
and  cleanup  of  affected  soils  and/or  groundwater. 
Affected  nearby  properties  must  also  be  cleaned  up. 
Usually,  final  samples  are  required  to  verify  that  a 
contaminated  site  has  been  properly  cleaned  up. 

It  should  be  noted  that  different  entities  may  call 
the  assessment  phases  by  different  names.  For  exam- 
ple, a  Phase  I  is  sometimes  called  an  ES A  (Environ- 
mental Site  Assessment),  and  so  on.  This  can  result 
in  confusion.  It  is  therefore  recommended  that  any 
assessment  be  carefully  screened  to  ensure  that  the 
contractors  are  professional,  certified  when  required, 
and  reputable.  A  mistake  by  the  contractor  can  ulti- 
mately be  at  the  cost  of  the  landowner. 

Water  Quality  and  Groundwater 
Contamination 

Surface  water  and  groundwater  contamination  can 
result  from  many  sources,  including  leaking  tanks, 
surface  spills,  hazardous  wastes  and  materials,  min- 
ing waste  and  runoff,  agricultural  chemicals,  septic 
and  sewer  systems,  and  boat  traffic.  The  EPA  Safe 
Drinking  Water  Hotline  may  be  contacted  at  1-800- 
426-4791  for  additional  information. 
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Polychlorinated  Biphenyls  (PCBs) 

PCBs  are  used  in  electrical  equipment  because  they 
provide  a  good  insulating  medium.  The  EPA  has 
determined  that  "PCBs  may  cause  adverse  reproduc- 
tive effects,  developmental  toxicity,  and  tumor 
development  in  humans"  (Freeman.  1 989.  pp.  4-13). 
PCBs  have  been  found  to  remain  in  the  environment 
for  a  long  time  and  have  been  shown  to  be  passed  on 
with  the  food  chain  and  offspring  of  contaminated 
species. 

PCBs  are  used  in  electrical  transformers,  capac- 
itors, fluorescent  light  ballasts,  heat  transfer  and 
hydraulic  systems,  and  other  electrical  equipment. 

A  real  estate  agent  should  be  aware  of  the  types 
of  equipment  that  may  contain  PCBs.  PCBs  may 
remain  in  place  as  long  as  the  equipment  they  are 
contained  in  does  not  appear  to  be  leaking.  For  exam- 
ple, older  light  ballasts  may  contain  PCBs.  These  do 
not  represent  a  contamination  problem  unless  they 
are  leaking  or  are  disposed  of  improperly.  If  a  piece 
of  equipment  containing  PCBs  is  observed  to  be 
leaking,  the  local  regulatory  agency  may  be  con- 
tacted for  direction.  It  should  also  be  noted  that  spe- 
cific recordkeeping  requirements  apply  to  threshold 
quantities  of  PCBs. 

Handling  Environmental 
Problems 

General  Precautionary  Measures  To 
Avoid  Liability  for  Environmental 
Problems 

Real  estate  agents  may  advise  their  clients  to  obtain 
environmental  audits  before  purchasing  property  in 
order  to 

1 .  discover  the  extent  of  any  environmental  con- 
tamination, and 
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2.  be  able  to  utilize  the  innocent  landowner  defense 
under  CERCLA  if  contamination  is  subse- 
quently discovered. 

Avoid  Advising  Parties  on  Environmental  Issues. 

Sellers  and  real  estate  agents  should  avoid  making 
any  representations  or  offering  any  advice,  not  only 
about  the  environmental  condition  of  the  property, 
but  also  about  the  status  of  the  law  or  the  meaning 
of  any  environmental  provision  contained  in  a  con- 
tract. 

Listing  Agreements/Engagement  Letters.  These 
documents  should  include  language  stating  that  no 
warranties,  representations,  or  characterizations  as 
to  the  environmental  condition  of  the  property  are 
made  that  are  not  expressed  in  writing. 

Environmental  Questionnaires.  Language  requir- 
ing sellers  to  disclose  any  information  known  to  them 
about  the  environmental  condition  of  the  property  is 
sometimes  added  to  the  disclosure  checklists  pres- 
ently used  by  many  real  estate  agents.  These  ques- 
tionnaires can  be  the  basis  for  communicating 
information  regarding  environmental  problems  to 
prospective  buyers.  However,  completion  of  a  ques- 
tionnaire should  not  be  solely  relied  upon  to  deter- 
mine whether  a  site  is  clean,  as  the  seller  may  not 
know  enough  to  answer  all  the  questions. 

Environmental  Site  Assessments.  Only  an  envi- 
ronmental assessment  performed  by  a  competent 
environmental  professional  in  accordance  with  good 
commercial  or  customary  practice  should  be  relied 
upon.  In  some  instances,  even  with  the  use  of  a  com- 
petent environmental  professional,  a  problem  may 
not  be  uncovered.  No  environmental  assessment  can 
wholly  eliminate  uncertainty  regarding  the  potential 
for  recognized  environmental  conditions  in  connec- 
tion with  a  property.  An  environmental  assessment 
is  intended  to  reduce,  but  not  to  eliminate,  uncer- 
tainty regarding  the  existence  of  recognized  environ- 
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mental  conditions,  recognizing  reasonable  limits  of 
time  and  cost. 

Buy  and  Sell  Agreements.  Provisions  may  be 
included  in  the  buy  and  sell  agreement  allocating  the 
risk  of  environmental  problems  among  the  parties  to 
the  agreement.  Contingencies  also  may  be  included 
in  the  buy  and  sell  agreement  making  the  sale  con- 
ditional upon  a  satisfactory  environmental  audit. 

Vacant  Land.  Real  estate  agents  who  represent 
buyers  seeking  vacant  land  for  a  particular  project 
should  be  careful  not  to  make  representations  about 
the  suitability  of  the  land  for  the  project.  A  buyer  rep- 
resentation agreement  should  contain  explicit  lan- 
guage stating: 

Buyer  does  not  rely  on  any  representation  by  the  agent  to 
determine  the  environmental  condition  of  the  property,  or 
its  suitability  for  the  intended  project. 

Visual  Inspections.  If  a  real  estate  agent  spots  cer- 
tain red  flags  indicating  possible  environmental 
problems,  the  agent  should  recommend  that  the 
buyer  obtain  an  environmental  audit. 

Drug  Property  Forfeitures 

The  real  estate  agent's  role  in  this  area  is  similar  to 
the  role  in  environmental  hazards,  except  that  no 
amount  of  disclosure  will  compensate  for  a  seizure 
of  the  property.  A  buyer  should  obviously  be  dis- 
couraged from  purchasing  a  property  that  could  con- 
ceivably be  subject  to  seizure.  A  seller  cannot  sell  a 
property  that  could  conceivably  be  subject  to  seizure. 
In  short,  the  property  should  not  be  listed  or  sold  until 
the  condition  subjecting  the  property  to  drug  seizure 
has  been  corrected  and  eliminated. 

If  illegal  drug  activity  is  taking  place  on  real 
property,  that  property  could  be  seized  even  though 
the  actual  owner  of  the  property  was  not  in  any  way 
involved  with  such  activity.  The  right  of  the  federal 
drug  enforcement  authorities  to  seize  this  property 
is  contained  in  the  Federal  Drug  Enforcement  Act  of 
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1988  (Title  21  USC  Section  853).  Property  subject 
to  criminal  forfeiture  includes  real  property  and  tan- 
gible and  intangible  personal  property. 

To  avoid  seizure,  a  property  owner  would  use  the 
innocent  owner  defense  and  must  demonstrate  that 
either 

1 .  he  or  she  had  no  knowledge  of  the  use  of  the 
property  for  illegal  drug  activity;  or 

2.  he  or  she  had  knowledge  and  made  reasonable 
efforts  to  keep  the  property  from  being  used  for 
such  illegal  activity. 

The  burden  of  proof  is  on  the  property  owner  or 
lessor. 


R 
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AGENCY 

Agency  is  a  relationship  in  which  one  person  (the 
agent)  is  authorized  to  represent  the  interests  of 
another  (the  principal  or  client)  in  business  dealings 
with  third  parties. 

Agency  Problems  in  Real 
Estate 

Many  buyers,  sellers,  and  even  professionals  still 
wrongly  believe  that  selling  agents  represent  the 
buyer,  when  in  fact  they  may  be  subagents  of  the 
seller. 

Consequences  of  Breach  of 
Agency  Duties 

•  Loss  of  commission 

•  Rescission  of  transaction 

•  Loss  or  suspension  of  license 

•  Actual  damages 

•  Punitive  damages  over  and  above  actual  dam- 
ages in  severe  cases 

•  Criminal  penalties  in  severe  cases  of  fraud 

Risk  Reduction 
Recommendations 

•  Education  and  training  in  agency  relationships 

•  Use  of  disclosure  forms 

•  A  written  company  policy  addressing  agency 
relationships  (as  recommended  by  NAR,  April 
28,  1992) 

A  New  Class  of  Broker 
Legislated  in  Some  States 

Recent  legislation  in  some  states  has  attempted  to 
eliminate  the  fiduciary  relationship  between  broker 
and  customer  by  creating  a  new  class  of  real  estate 
broker,  mostly  referred  to  as  intermediary,  facilita- 
tor, or  designated  agent.  The  effect  of  such  legisla- 
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tion  has  not  yet  been  passed  upon  by  the  courts. 
Specific  local  laws  should  always  be  consulted. 

Subagency  versus  Buyer 
Agency 

With  the  exception  of  some  states,  traditional  MLS 
policy  has  been  a  blanket  unilateral  offer  of  sub- 
agency,  making  any  MLS  member  automatically  a 
subagent  of  the  seller  unless  subagency  was  specif- 
ically rejected. 

On  April  28.1 992,  NAR  changed  its  MLS  policy 
to  read: 

"NAR"  s  multiple  listing  policy  shall  be  modified 
to  delete  the  mandator}'  offer  of  subagency  and  make 
offers  of  subagency  optional.  Participants  submit- 
ting listings  to  the  MLS  must,  however,  offer  coop- 
eration to  other  MLS  participants  in  the  form  of 
subagency  or  cooperation  with  buyer  agents  or  both. 
All  offers  of  subagency  or  cooperation  made  through 
an  MLS  must  include  an  offer  of  compensation." 

While  subagency  in  MLS  has  a  definite  market- 
ing advantage  to  sellers,  it  also  creates  liability 
because  a  seller  is  bound  by  the  acts,  representations. 
and  misrepresentations  of  a  subagent.  Thus,  the  new 
MLS  policy  of  optional  subagency  offers  a  choice  to 
reject  subagency  to  both  sellers  and  MLS  members: 
sellers  may  reject  subagency  because  they  may  not 
want  the  added  liability  that  goes  hand  in  hand  with 
subagency.  while  agents  may  reject  it  because  they 
prefer  to  represent  buyers  rather  than  be  subagents  of 
sellers. 

Subagency 

A  subagent.  under  a  listing  agreement  with  a  seller. 
acts  as  the  agent  for  the  seller  only.  A  seller's  agent, 
or  a  subagent  of  that  agent,  has  the  affirmative  obli- 
gations listed  below. 
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Duties  of  a  Seller's  Agent  to  the  Seller/ 
Client 

Fiduciary  Duties.  Fiduciary  duties  include  loyalty, 
obedience,  disclosure,  confidentiality,  accounting, 
and  reasonable  care  and  diligence. 

Duty  of  Obedience.  The  seller's  agent  must  obey 
all  lawful  instructions  from  the  seller  within  the 
scope  of  his  or  her  authority. 

Duty  of  Confidentiality.  The  seller's  agent  must 
keep  secrets  that  may  weaken  the  seller's  position. 
Confidentiality  duties  do  not  include  the  withholding 
from  the  buyer  of  material  facts  about  the  property 
and  its  conditon. 

Duty  of  Disclosure.  The  seller's  agent  is  obliged  to 
disclose  to  the  seller 

•  at  time  of  listing,  the  fact  that  subagency  is 
optional  and  that  the  seller  is  responsible  for  the 
subagents'  acts  and  representations; 

•  the  identity  of  all  potential  buyers; 

•  information  about  the  willingness  of  a  buyer  to 
complete  the  sale  or  offer  a  higher  price; 

•  the  buyer' s  intention  to  subdivide  or  resell  prop- 
erty at  a  profit;  and 

•  any  business  or  family  relationship  between 
agent  and  buyer. 

Duty  of  Accounting.  The  seller's  agent  must 

•  account  for  all  monies  entrusted  to  the  agent;  and 

•  keep  accurate  and  complete  records  of  all  monies 
and  information.  Keys  to  the  property  and  secu- 
rity access  codes  have  been  held  part  of  this  duty. 

Duties  of  a  Seller's  Agent  to  the  Buyer/ 
Customer 

•  Diligent  exercise  of  reasonable  skill  and  care  in 
the  performance  of  the  agent's  duties 

•  A  duty  of  honest  and  fair  dealing  and  good  faith 

•  A  statutory  duty  to  present  all  offers 
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•  A  duty  to  disclose  all  facts  known  to  the  agent 
materially  affecting  the  value  or  desirability  of 
the  property  that  are  not  known  to,  or  within  the 
diligent  attention  and  observation  of,  the  parties 
(including  disclosure  of  material  facts  the  broker 
knew  or  should  have  known) 

•  A  duty  to  verify  critical  information  received 
from  the  seller 

SUGGESTION:  To  avoid  falling  into  the  trap  of 
accidental  undisclosed  dual  agency,  it  is  good  for 
agents  to  caution  buyers  to  avoid  any  discussion  of 
what  they  might  be  willing  to  pay  or  anything  they 
would  not  tell  the  seller  directly. 

Buyer  Agency 

A  selling  agent  can,  with  a  buyer's  consent,  agree  to 
act  as  agent  for  the  buyer  only.  As  such,  the  agent  is 
not  the  agent  or  subagent  for  the  seller.  A  buyer's 
agent  has  the  affirmative  obligations  listed  below. 

Duties  of  the  Buyer's  Agent  to  the  Buyer/ 
Client 

Fiduciary  Duties.  Fiduciary  duties  include  loyalty, 
obedience,  confidentiality,  disclosure,  accounting, 
and  reasonable  care  and  diligence. 

Duty  of  Obedience.  The  buyer's  agent  must  obey 
all  lawful  instructions  from  the  buyer  within  the 
scope  of  his  or  her  authority. 

Duty  of  Confidentiality.  The  buyer's  agent  must 
keep  secrets  that  may  weaken  the  buyer's  position. 

Duty  of  Disclosure.  The  buyer's  agent  is  obliged  to 
disclose  to  the  buyer 

•  the  willingness  of  a  seller  to  accept  a  lower  price; 

•  any  facts  relating  to  the  urgency  of  a  seller' s  need 
to  dispose  of  the  property; 

•  the  length  of  time  a  property  has  been  on  the  mar- 
ket and  any  other  offers  or  counteroffers  that  have 
been  made  on  the  property; 
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•  all  facts  known  to  the  agent  materially  affecting 
the  value  or  desirability  of  the  property  that  are 
not  known  to,  or  within  the  diligent  attention  and 
observation  of,  the  buyer;  and 

•  any  business  or  family  relationship  between 
agent  and  seller. 

Duty  of  Accounting.  The  buyer' s  agent  must 
account  for  all  monies  entrusted  to  the  agent. 

Duties  of  the  Buyer's  Agent  to  the  Seller 

•  Diligent  exercise  of  reasonable  skill  and  care  in 
the  performance  of  the  agent's  duties 

•  A  duty  of  honest  and  fair  dealing  and  good  faith 

Recent  legislation  in  some  states  has  attempted 
to  eliminate  the  fiduciary  relationship  between  bro- 
ker and  customer  by  creating  a  new  class  of  real 
estate  broker,  mostly  referred  to  as  facilitator,  inter- 
mediary, designated  agent,  or  transaction  broker. 

The  Choice 

After  explaining  subagency  and  buyer  agency,  an 
agent  may  offer  the  buyer  a  choice:  "I  can  represent 
the  seller,  or  I  can  represent  you  as  the  buyer.  Which 
do  you  prefer?" 

Client  versus  Customer 

A  Client  is  a  person  who  authorizes  an  agent  to 
perform  a  service  on  his  or  her  behalf  (a  fee  or  com- 
pensation is  not  required  to  create  a  client/fiduciary 
relationship.  An  agreement  between  client  and  agent 
may  be  written,  oral,  or  construed  from  actions). 

A  Customer,  in  real  estate  brokerage,  is  another 
party  not  represented  by  an  agent.  An  agent  or  sub- 
agent  of  a  seller  is  duty  bound  not  to  disclose  to  a  cus- 
tomer any  confidential  information  that  might  harm 
the  seller's  bargaining  position,  or  give  advice  on 
matters  of  price,  etc. 
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Buyers  Who  Should  or  Must  Be  Clients 

In  the  event  an  agent's  close  relative,  or  any  other 
type  of  buyer  listed  below,  becomes  interested  in  a 
property  listed  by  the  agent' s  broker,  may  such  a  pur- 
chaser be  treated  in  any  way  other  than  a  client? 

•  Buyers  who  require  anonymity,  such  as  famous 
or  wealthy  people  or  corporations  moving  into 
the  area 

•  Relatives 

•  Buyers  whom  the  agent  has  represented  previ- 
ously, particularly  if  in  a  number  of  transactions 

•  Close  friends 

•  Close  business  associates  or  partners 

•  Buyers  who  want  to  be  represented 

•  Former  clients  and  former  customers 

•  First-time  buyers  who  need  help 

•  Out-of-town  buyers  who  need  help  with  property 
values  and  location 

Buyer  Representation 
Agreement 

A  buyer  representation  agreement  provides  for  the 
exclusive  right  to  represent  the  buyer  for  a  certain 
period,  to  assist  the  buyer  in  locating  real  property 
of  a  specific  nature  and  to  negotiate  terms  for  its 
acquisition  acceptable  to  the  buyer.  The  form  also 
includes  clauses  such  as  possible  dual  agency,  pos- 
sible conflicts  with  other  buyer  clients,  compensa- 
tion options,  optional  retainer  fee,  and  binding 
arbitration. 

Disclosures  to  Listing  Broker,  Seller,  and 
Closing  (Escrow)  Agent 

In  a  transaction  in  which  the  broker  represents  a 
buyer,  the  listing  broker  should  be  informed  of  the 
buyer-broker  arrangement  at  first  contact,  again  at 
the  time  the  appointment  is  made,  and  once  more 
when  the  offer  is  presented.  The  closing  agent  should 
also  understand  the  representation  arrangements. 
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Compensation 

Payment  of  commission  does  not  necessarily  estab- 
lish agency.  It  makes  no  difference  who  pays  the 
commission — the  seller,  the  buyer,  or  both.  Com- 
missions are  disbursed  at  closing  as  part  of  the  trans- 
action as  any  other  closing  cost.  The  closing 
document  should  clearly  show  two  commissions — 
one  marked  "on  behalf  of  the  sellers"  to  the  listing 
office,  the  other  marked  "on  behalf  of  the  buyers"  to 
the  selling  office. 

Advantages  of  Buyer  Brokerage 

•  No  liability  for  subagents 

•  Closer  control  over  buyers 

•  No  marketing  expenses 

Dual  Agency 

Dual  agency  situations  can  arise  with  in-house  sales 
if  a  buyer/client,  represented  by  one  of  the  broker's 
agents,  becomes  interested  in  one  of  the  broker' s  list- 
ings. Exchanges,  syndications,  and  purchases  by  real 
estate  agents  for  their  own  account  are  other  potential 
dual  agency  situations.  A  real  estate  broker  may 
legally  be  the  agent  of  both  the  seller  and  the  buyer 
in  a  transaction,  provided  full  disclosure  is  made  and 
both  parties  give  their  informed  consent.  Because 
seller  and  buyer  in  a  transaction  have  conflicts  of 
interest,  the  dual  agent  may  only  act  as  an  interme- 
diary between  the  parties.  A  dual  agency  disclosure 
addendum  form  is  designed  to  present  the  predica- 
ment to  seller  and  buyer  and  to  provide  full  disclo- 
sure of  the  limitation  in  services  the  agent  is  able  to 
provide  in  such  a  dual  agency  situation.  Provided 
both  parties  give  their  informed  consent  to  such  dual 
agency,  the  broker  is  under  obligation  not  to  disclose 
any  information  of  a  confidential  nature  that  could 
harm  one  party's  bargaining  position  or  benefit  the 
other's.  For  example,  the  broker  could  not  disclose 
to  the  seller  information  about  what  price  or  terms 
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the  buyer  might  be  willing  to  pay  other  than  what  is 
offered  in  writing,  or  disclose  to  the  buyer  informa- 
tion about  what  price  or  terms  the  seller  might  accept 
other  than  what  is  contained  in  the  listing  agreement. 

Duties  of  a  Dual  Agent  to  Both  Seller 
and  Buyer 

Fiduciary  Duties.  Fiduciary  duties  include  obedi- 
ence, loyalty,  disclosure,  accounting,  and  reasonable 
care  and  diligence. 

Duty  of  Disclosure  and  Honest  and 
Fair  Dealings 

•  A  dual  agent  has  a  duty  to  disclose  all  material 
facts  required  by  law  and  information  the  agent 
believes  might  affect  the  principals'  decisions 
with  respect  to  the  transaction. 

•  A  dual  agent  has  a  duty  to  disclose  any  business 
or  family  relationship  between  the  agent  and 
either  the  seller  or  the  buyer. 

•  A  dual  agent  may  not  disclose  to  the  seller  infor- 
mation about  what  price  or  terms  the  buyer  may 
offer  other  than  those  offered  in  writing  by  buyer. 

•  A  dual  agent  may  not  disclose  to  the  buyer  infor- 
mation about  what  price  or  terms  the  seller  may 
accept  other  than  the  listed  price  or  terms. 

•  A  dual  agent  may  not  disclose  any  information 
of  a  confidential  nature  that  could  harm  one 
party' s  bargaining  position  or  benefit  the  other' s. 

Unintended  or  Accidental  Undisclosed  Dual 
Agency.  Undisclosed  dual  agency  is  unlawful, 
whether  intended,  unintended,  or  accidental.  The 
broker  who  fails  to  disclose  dual  agency  is  likely  to 
(1)  violate  both  state  licensing  law  and  general 
agency  law;  (2)  jeopardize  any  right  to  a  commis- 
sion; and  (3)  justify  having  either  the  seller  or  the 
buyer  rescind  the  underlying  transaction.  The  broker 
is  then  potentially  liable  for  monetary  damages.  This 
right  of  rescission  exists  even  if  there  is  no  injury, 
the  transaction  is  fair,  and  the  agent  acts  in  good  faith. 
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Even  though  the  dual  agent  obtains  the  required  con- 
sents, the  agent  must  still  be  extremely  careful  not 
to  favor  one  side  over  the  other. 

Risk  of  Dual  Agency.  Because  the  dual  agent  owes 
the  same  fiduciary  duties  to  both  principals,  the  dual 
agent  walks  a  legal  razor's  edge,  trying  to  avoid  sit- 
uations in  which  the  agent  might  unintentionally 
compromise  one  principal  in  favor  of  the  other. 

Dual  agency  has  been  described  as  a  time  bomb. 
As  long  as  the  buyer  and  the  seller  are  happy  with 
the  transaction,  the  question  of  dual  agency  probably 
will  never  arise,  but  if  either  party  becomes  unhappy 
for  whatever  reason,  even  months  after  closing, 
undisclosed  dual  agency  may  provide  the  mecha- 
nism to  undo  the  transaction.  It  is  no  legal  defense 
that  the  dual  agency  was  unintended  or  was  per- 
formed with  all  good  intentions  to  help  both  the 
buyer  and  the  seller.  Buyers  and  sellers  generally  nei- 
ther care  nor  know  about  the  subject  of  dual  agency 
until  one  of  them  wants  to  back  out  of  the  deal  and 
consults  an  attorney.  Dual  agency  cases  have  a  high 
rate  of  success  for  plaintiffs  and  a  high  value  for  set- 
tlement purposes. 

Disclosure  of  Agency 
Relationship 

Written  Disclosure  with  Informed  Consent 

Written  disclosure  of  agency  relationship  with 
informed  consent  is  an  essential  risk  reduction  tool. 
Most  states  have  disclosure  regulations  (most  of 
them  oral). 

Article  2 1  of  the  NAR  Code  of  Ethics  requires  dis- 
closure of  agency  relationship  to  buyers  and  sellers. 

Timing  of  Disclosure 

Disclosure  to  sellers  should  be  made  at  time  of  list- 
ing— disclosure  to  buyers  at  first  meaningful 
contact. 
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Company  Agency  Policies 

Seller  Agency  Exclusively 

All  sellers  are  clients;  all  buyers  are  customers. 
Advantages 

Both  the  public  and  real  estate  licensees  are  more 
familiar  with  this  traditional  method  of  conducting 
real  estate  transactions. 

Drawbacks 

•  The  agency  may  lose  agents  who  want  to  repre- 
sent buyers. 

•  The  agency  may  lose  buyers  who  want  to  be  rep- 
resented. 

•  There  is  a  high  risk  potential  of  unintended  undis- 
closed dual  agency. 

•  Maximum  liability  exists  for  breach  of  sub- 
agents'  fiduciary  duty. 

Buyer  Agency  Exclusively 

All  buyers  are  clients.  Agents  do  not  list  property. 

Advantages 

•  There  is  a  minimum  risk  policy  legally. 

•  There  is  no  liability  for  subagents. 

•  There  is  closer  control  over  buyers. 

Drawbacks 

•  A  buyer  agency  discourages  agents  who  want  to 
list. 

•  Because  there  are  no  listings  to  generate  calls 
from  buyers,  business  is  lost  to  listing  brokers. 

Single  Agency  Whether  Listing  or  Selling 

The  agent  represents  either  buyer  or  seller  but  never 
both  in  same  transaction. 

Advantages.  There  is  no  risk  of  undisclosed  dual 
agency. 
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Drawbacks.  A  single  agency  whether  listing  or  sell- 
ing is  difficult  to  manage  and  only  works  in  very 
small  firms. 

Dual  Agency  for  In-House  Sales 

One  agent  works  with  a  seller-client  while  another 
agent  works  with  a  buyer-client.  A  listing  agent  sell- 
ing his  or  her  own  listing  to  a  buyer-client  should  be 
avoided. 

Advantages.  The  flexibility  allows  for  buyer  bro- 
kerage and  subagency. 

Drawbacks.  A  dual  agency  for  in-house  sales 
requires  extensive  training,  constant  monitoring,  and 
consent  of  both  parties.  The  liability  of  creating  a 
dual  agency  exists. 

For  an  in-depth  coverage  of  agency  relationships 
and  office  policies,  refer  to  the  following  books: 

Agency  Disclosure:  The  Complete  Office  Policy 

Guide,  John  W.  Reilly  and  Michael  Somers 
Agency  Relationships  in  Real  Estate,  John  W.  Reilly 
Consensual  Dual  Agency,  John  Reilly,  Gail  Lyons, 
and  Don  Harlan 


n 


Agency     C-47 


FEDERAL  FAIR 
HOUSING  LAWS 

Title  VIII  of  the  Civil  Rights  Act  of  1968,  amended 
in  1988,  is  administered  by  the  Department  of  Hous- 
ing and  Urban  Development  (HUD).  The  act  is 
herein  referred  to  as  Title  VIII. 

The  Secretary  of  HUD  is  authorized  to  review 
state  and  local  statutes  and  certify  those  that  are  sub- 
stantially equivalent  to  Title  VIII.  "Substantially 
equivalent"  may  include  those  statutes  that  provide 
broader  protection  than  Title  VIII. 

Title  VIII  is  a  comprehensive  fair  housing  law 
that  prohibits  discrimination  on  the  basis  of  the  fol- 
lowing criteria: 

1.  Race 

2.  Color 

3.  Religion 

4.  Sex 

5.  National  origin 

6.  Handicap*  or 

7.  Familial  status* 

*The  1988  amendment  to  Title  VIII  includes  handicapped  persons  and 
families  with  children  as  so-called  protected  classes. 

Conduct  Prohibited  by 
the  Fair  Housing  Laws 

Refusal  To  Sell  or  Rent 

The  following  acts  are  illegal: 

•  Any  refusal  based  on  race,  color,  sex,  religion, 
national  origin,  handicap,  or  familial  status  to 
sell,  rent,  or  otherwise  make  unavailable  a  dwell- 
ing after  receipt  of  a  bona  fide  offer 

•  Discrimination  in  terms,  conditions,  privileges, 
or  services  in  the  sale  or  rental  of  a  dwelling  based 
on  prohibited  criteria 

•  Representation  that  a  dwelling  is  not  available 
when,  in  fact,  it  is,  based  on  prohibited  criteria 
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•  Denial  of  access  to  or  participation  in  a  multiple- 
listing  service  based  on  prohibited  criteria 

•  Discrimination  in  granting  requested  financial 
assistance  based  on  prohibited  criteria 

Racial  Steering 

Racial  steering,  or  influencing  a  person's  housing 
choice  based  on  prohibited  criteria,  is,  for  example, 
directing  minority  prospects  to  integrated  or  all- 
minority  neighborhoods  and  white  prospects  to  all- 
white  neighborhoods.  Evidence  of  steering  is  often 
gathered  through  the  use  of  testers. 

Advertising  That  Expresses  a 
Preference 

Publishing  any  material  or  advertisement  that  indi- 
cates a  preference,  limitation,  or  discrimination 
based  on  prohibited  criteria  is  illegal.  HUD  has  pro- 
mulgated advertising  guidelines  designed  to  clarify 
permissible  and  nonpermissible  real  estate  advertis- 
ing. It  is  also  inappropriate  to  make  explicit  reference 
to  the  proximity  of  the  dwelling  to  a  commonly 
known  racial  or  ethnic  landmark,  such  as  a  syna- 
gogue, ethnic  center,  or  predominantly  black  insti- 
tution. 

Blockbusting 

Blockbusting  or  panic  selling  refers  to  the  suggestion 
when  soliciting  a  listing  that  crime  is  increasing  or 
that  persons  of  a  minority  are  moving  into  the  neigh- 
borhood. 

Handicapped  Discrimination 

The  law  defines  handicap  as  a  "physical  or  mental 
impairment  which  substantially  limits  one  or  more 
of  a  person's  major  life  activities." 

NOTE:  A  physical  or  mental  impairment 
includes  any  physiological  disorder  or  condition. 
cosmetic  disfigurement  or  anatomical  loss,  mental 
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and/or  psychological  disorders,  specifically  includ- 
ing alcoholics  and  persons  with  HIV  virus,  AIDS  and 
other  diseases  that  cannot  be  transmitted  by  casual 
contact.  However,  the  handicap  classification  spe- 
cifically excludes  "those  who  are  illegally  using  or 
are  addicted  to  a  controlled  substance  and  those 
whose  tenancy  would  constitute  a  direct  threat  to  the 
health  or  safety  of  other  individuals,"  or  those 
"whose  tenancy  would  result  in  substantial  physical 
damage  to  the  property  of  others  " 

NOTE:  Major  life  activities  include  caring  for 
oneself,  performing  manual  tasks,  walking,  seeing, 
hearing,  speaking,  breathing,  and  learning. 

HUD  regulations  state  that  real  estate  brokers  or 
agents  may  not  inquire  whether  a  person  has  a  hand- 
icap or  the  extent  of  any  handicap  in  evaluating  a  per- 
son's  qualifications  to  buy  or  rent  a  dwelling.  A 
broker  or  agent  may,  however,  ask  questions  about 
a  prospect's  rent  history  as  long  as  the  same  ques- 
tions are  asked  of  every  prospect.  For  example,  a  bro- 
ker may  inquire  whether  a  prospect  will  be  able  to 
meet  the  monthly  payments  or  whether  the  prospect 
is  a  current  abuser  of  or  addict  of  a  controlled  sub- 
stance. 

Title  VIII  prohibits  property  owners  from  refus- 
ing to  allow  a  tenant  to  make  reasonable  structural 
modifications  to  a  unit,  at  the  tenant's  expense,  to 
allow  the  handicapped  tenant  full  enjoyment  of  the 
premises.  The  property  owner  may,  however,  con- 
dition any  structural  modifications  to  the  interior  of 
a  unit  on  the  tenant's  agreement  to  restore  the  unit 
to  its  original  condition  upon  termination  of  occu- 
pancy. 

Title  VIII  requires  property  owners  to  make  rea- 
sonable accommodations  in  any  rules  or  regulations 
governing  the  housing  development  that  are  neces- 
sary to  permit  the  tenant  to  fully  enjoy  the  premises 
(e.g.,  allowing  a  seeing  eye  dog  notwithstanding  a  no 
pet  rule,  assignment  of  a  parking  space  to  a  handi- 
capped tenant  near  a  building  entrance,  a  waiver  of 
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a  rule  banning  vans  in  a  building's  parking  lot  when 
a  van  is  necessary  to  a  handicapped  person's  trans- 
portation). 

Title  VIII  further  provides  that  all  new  covered 
multifamily  dwellings  meet  certain  basic  accessibil- 
ity and  adaptability  requirements.  A  covered  multi- 
family  dwelling  includes  all  units  in  a  building  of 
four  or  more  dwelling  units  if  the  building  has  an  ele- 
vator, and  ground  floor  dwelling  units  in  buildings 
of  four  or  more  dwelling  units  without  an  elevator. 

Covered  multifamily  dwellings  must  meet  the 
following  design  and  construction  requirements: 

•  Public  and  common  use  areas  readily  accessible 
to  handicapped 

•  Doors  wide  enough  to  allow  passage  by  a  wheel- 
chair 

•  An  accessible  route  into  and  through  the  unit 

•  Reinforcements  in  bathroom  walls  to  allow  later 
installation  of  grab  bars  around  toilet,  tub, 
shower,  stall,  and  shower  seat,  where  provided 

•  Kitchens  and  bathrooms  allowing  an  individual 
in  a  wheelchair  to  maneuver  about  the  space 

•  Light  switches,  electrical  outlets,  thermostats, 
and  other  environmental  controls  in  accessible 
locations 

Families  with  Children 

Familial  status  means  a  parent  or  guardian  in  the 
legal  custody  of  children  under  the  age  of  eighteen, 
and  pregnant  women. 

Title  VIII  forbids  property  owners  or  agents  from 
refusing  to  sell  or  rent  a  dwelling  to  an  otherwise 
qualified  prospect  simply  because  the  prospect  has 
children  under  the  age  of  eighteen  in  his  or  her  house- 
hold. While  Title  VIII  prohibits  discrimination  based 
upon  familial  status,  the  statute  does  not  preempt  rea- 
sonable state  or  local  regulations  limiting  the  number 
of  persons  who  may  occupy  a  particular  dwelling. 

According  to  HUD  regulations,  property  owners 
may  not  establish  dual  purpose  facilities  where  cer- 
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tain  sections  of  a  housing  complex  are  reserved  for 
adults  only  and  other  sections  for  families  with 
children. 

Housing  for  Older  Persons 

Title  VIII  specifically  authorizes  the  exclusion  of 
children  from  housing  for  older  persons,  notwith- 
standing the  prohibition  of  discrimination  against 
families  with  children.  The  exemption  was  amended 
by  the  Housing  for  Older  Persons  Act  of  1995.  The 
following  is  now  required  for  housing  to  qualify  for 
the  "55  and  older"  senior  housing  exemption: 

I.  At  least  80%  of  the  occupied  units  must  be  occu- 
pied by  persons  55  and  older; 
II.  The  housing  facility  must  publish  and  adhere  to 
policies  and  procedures  that  demonstrate  an 
intent  to  be  housing  for  seniors;  and 
III.  The  facility  must  comply  with  rules  issued  by 
the  secretary  of  HUD  for  verification  of  occu- 
pancy. 

Consequences  of  Fair 

Housing 

Law  Violations 

The  potential  penalties  for  violation  of  fair  housing 
laws  are  so  severe  that  responsible  real  estate  brokers 
simply  cannot  assume  the  risk.  Furthermore,  fair 
housing  cases  are  almost  always  excluded  from 
errors  and  omissions  policies. 

An  aggrieved  person  who  believes  himself  or 
herself  to  be  a  victim  of  a  discriminatory  housing 
practice  may  bring  an  action  directly  in  federal  court 
or  may  file  a  complaint  with  HUD.  If  HUD  finds  rea- 
sonable cause,  the  case  may  be  tried  before  a  HUD 
administrative  law  judge  (AU)  or  before  a  federal 
district  judge.  If  state  or  local  law  is  deemed  by  HUD 
to  be  substantially  equivalent  to  Title  VIII,  HUD  will 
refer  all  complaints  from  that  jurisdiction  to  the  state 
or  local  agency  for  processing. 
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Both  ALJs  and  federal  courts  may  award  actual 
damages  and  attorney's  fees,  and  issue  injunctions 
to  prevent  any  further  discriminatory  practices.  An 
ALJ  may  also  assess  civil  penalties  limited  to 
$10,000  with  no  prior  offense,  $25,000  with  one 
prior  offense  within  five  years  and  $50,000  with  two 
prior  offenses  within  seven  years.  A  federal  court 
judge  may  also  impose  an  unlimited  amount  in  puni- 
tive damages  plus  attorneys  fees  and  costs. 

Also,  the  U.S.  attorney  general  may  bring  an 
action  where  a  pattern  of  practice  of  discrimination 
has  occurred,  as  opposed  to  a  single  isolated  act,  and 
secure  injunctive  relief  and  damages,  together  with 
civil  penalties  of  $50,000  for  the  first  offense  and 
$100,000  for  any  subsequent  offense. 

To  highlight  the  importance  of  complying  with 
federal  fair  housing  laws,  in  July  1992  a  jury  ordered 
a  Washington,  D.C.,  area  property  management 
company  to  pay  $2.41  million  in  damages  to  a 
woman  who  said  the  company  refused  to  rent  an 
apartment  to  her  because  she  has  children.  In  1990, 
after  being  told  for  the  second  time  that  the  building 
in  which  she  and  her  children  had  hoped  to  rent  was 
an  "all  adult"  building,  plaintiff  Carrie  H.  Timus  sued 
the  management  company,  claiming  it  violated  fed- 
eral fair  housing  laws  that  prohibit  discrimination  on 
the  basis  of  familial  status. 

NAR  General  Counsel  Laurene  K.  Janik  noted 
that  the  damages  award  underscores  the  seriousness 
with  which  juries  are  viewing  cases  that  involve  dis- 
crimination against  families  with  children.  "The 
extraordinary  amount  of  the  damages  award  sends  a 
message  that  society  is  not  going  to  tolerate  discrim- 
ination against  families  with  children,"  said  Janik. 

Risk  Reduction 
Recommendations 

Education  and  Training 

Risk  will  be  reduced  by 
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•  providing  education  and  training  to  all  sales  asso- 
ciates, directly  or  through  the  local  real  estate 
association  or  board,  and  making  available  the 
NAR  "Fair  Housing  Handbook";  and 

•  educating  individual  clients,  who  may  put  the 
greatest  source  of  pressure  on  a  broker  to  dis- 
criminate or  steer.  Sellers  must  understand  that 
the  broker  will  not  accept  a  listing  on  any  condi- 
tions that  are  in  violation  with  the  fair  housing 
laws.  NAR  developed  an  informative  brochure 
titled  "What  Everyone  Should  Know  about 
Equal  Opportunity  in  Housing' ?  that  can  be  given 
to  clients  and  customers. 

Documentation 

When  an  agent  is  confronted  with  a  complaint  of  dis- 
criminatory housing  practice,  especially  when  the 
complaint  is  grounded  upon  the  use  of  a  tester,  it  is 
imperative  to  have  records  showing  the  prospect's 
name,  address,  telephone  number,  race,  stated 
requirements  for  housing,  price  range,  as  well  as 
dates  and  addresses  of  properties  offered  and/or 
shown. 

The  agent  may  have  only  a  hazy  memory  of  the 
prospect  as  one  of  hundreds  encountered  in  the  last 
month  or  year.  Without  a  written  record  to  refresh 
his  or  her  recollection,  the  agent  has  no  basis  to  estab- 
lish whether  the  prospect  was  in  fact  afforded  equal 
professional  service.  A  paper  trail  is  the  strongest 
defense! 

As  part  of  its  Fair  Housing  Initiatives  Program, 
HUD  has  committed  to  fund  a  $1  million  contract 
with  the  National  Fair  Housing  Alliance  in  Wash- 
ington, D.C. 
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THE  AMERICANS  WITH 
DISABILITIES  ACT  (ADA) 

The  Americans  with  Disabilities  Act  (ADA),  signed 
by  President  George  Bush  in  1 990,  is  intended  to  pro- 
tect individuals  with  disabilities  from  various  forms 
of  discrimination  in  employment,  public  services, 
transportation,  public  accommodations,  and  tele- 
communications services.  The  requirements  of  the 
law  pertaining  to  employment  discrimination  and 
removal  of  barriers  in  public  accommodations  are  of 
particular  importance  to  real  estate  brokers. 

Title  l-Employment 

Title  I  of  the  ADA  became  effective  July  26,  1992, 
for  employers  with  more  than  25  employees,  and  on 
July  26,  1994,  for  employers  with  15  or  more 
employees.  It  is  enforced  by  the  Equal  Employment 
Opportunity  Commission. 

Title  I  prohibits  employers  from  discriminating 
against  "qualified  individuals  with  disabilities." 

A  qualified  individual  with  a  disability  is  one 
who  meets  the  skill,  experience,  education,  and  other 
job-related  requirements  of  a  position  held  or  desired 
and  who,  with  or  without  "reasonable  accommoda- 
tion," can  perform  the  "essential  functions  of  a  job." 

Disability  means  a  physical  or  mental  impair- 
ment that  "substantially  limits"  one  or  more  of  a  per- 
son' s  major  life  activities.  This  also  includes  a  record 
of  such  impairment  or  being  regarded  as  having  such 
impairment. 

Reasonable  accommodation  is  a  logical  adjust- 
ment made  to  a  job  or  the  work  environment  that 
enables  a  qualified  person  with  a  disability  to  per- 
form the  functions  of  that  employment  position.  It  is 
considered  to  be  discrimination  under  the  ADA  to 
refuse  to  make  a  reasonable  accommodation  to  the 
known  physical  or  mental  limitations  of  a  qualified 
applicant  or  employee  with  the  disability  unless  the 
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accommodation  would  pose  an  undue  hardship  on 
the  business. 

Examples  of  Reasonable 
Accommodations 

•  Reserved  parking  spaces  that  must  be  accessible 
and  clearly  labeled 

•  Level  or  ramped  entrance 

•  Access  to  conference  rooms,  restrooms,  and  caf- 
eterias 

•  Widening  doorways  for  wheelchair  access 

•  Job  restructuring 

•  Providing  readers  to  blind  employees 

•  Providing  interpreters  for  conferences  and  train- 
ing courses  for  hearing-impaired  persons 

•  Schedule  modifications 

•  Retraining 

•  Reassignment  to  vacant  positions 

•  Adjusting  or  modifying  examinations,  training 
materials,  or  policies 

•  Buying  special  equipment  and  devices 

Essential  functions  of  a  job  are  fundamental  job 
duties  and  not  just  the  marginal  functions  of  a  par- 
ticular position. 

Major  life  activities  are  functions  such  as  caring 
for  oneself,  performing  manual  tasks,  walking,  see- 
ing, hearing,  speaking,  learning,  and  working. 

"Substantially  limits"  means  unable  to  perform 
a  major  life  activity  that  the  average  person  in  the 
general  population  can  perform  or  being  signifi- 
cantly restricted  as  to  the  condition,  manner,  or  dura- 
tion under  which  an  individual  can  perform  a 
particular  major  life  activity. 

The  U.S.  government  has  developed  a  number  of 
guidelines  for  undue  hardships  under  a  previous  law 
known  as  the  Rehabilitation  Act  of  1973.  In  judging 
what  an  undue  hardship  is,  the  government  looks  at 
business  activity;  financial  cost  and  expenses;  over- 
all size  of  the  firm  including  number  of  employees 
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and  budget;  the  structure  of  the  workforce;  and  the 
nature  and  cost  of  the  accommodations  needed. 

Also  protected  is  anyone  associated  with  an  indi- 
vidual who  has  a  disability.  A  person  currently  on 
illegal  drugs  or  engaged  in  alcohol  abuse  is  not  con- 
sidered by  the  ADA  provisions  to  be  impaired,  but 
a  person  who  has  been  rehabilitated  and  is  not  using 
drugs  or  a  person  currently  in  a  drug  rehabilitation 
program  may  be  protected  under  ADA. 

An  employer  is  not  required  to  hire  a  person  who 
poses  a  direct  threat  to  health  or  safety.  This  threat, 
however,  must  create  "a  significant  risk  of  substan- 
tial harm"  and  not  just  slightly  increase  the  risk.  The 
burden  of  proof  is  on  the  employer. 

Pointers  for  Avoiding  Claims  of 
Discrimination  under  the  ADA 

Employers  should  not  ask  job  applicants  about 
their  medical  condition.  However,  employers 
may  require  them  to  undergo  a  medical  exam  as 
a  condition  of  a  job  offer. 
Employers  should  not  ask  applicants  how  many 
days  they  missed  from  work  last  year  due  to  ill- 
ness. However,  it  is  all  right  to  ask  how  many 
days  they  were  absent  from  work. 
Employers  should  not  ask  applicants  whether 
they  would  need  reasonable  accommodation  or 
what  type  of  accommodation  they  would  need  to 
perform  the  job.  However,  employers  may  ask 
applicants  whether  they  can  perform  the  specific 
job-related  functions  with  or  without  reasonable 
accommodation. 

Alcoholism  is  considered  a  disability,  so  employ- 
ers should  not  ask  applicants  how  much  alcohol 
they  drink  or  if  they  have  ever  been  treated  for 
alcoholism.  However,  it  is  correct  to  ask  appli- 
cants if  they  drink  alcohol. 
Psychiatric  disorders  are  also  considered  disabil- 
ities. Asking  applicants  if  they  have  ever  sought 
treatment  for  an  inability  to  handle  stress  is  not 
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allowable.  Instead,  employers  may  ask  them  how 
well  they  handle  stress  or  if  they  work  better  or 
worse  under  pressure. 

Even  if  applicants  volunteer  information  about 
their  disability,  employers  should  not  follow  up  with 
questions  about  the  disability. 

For  more  information  on  complying  with  the 
ADA,  contact  the  local  office  of  the  Equal  Employ- 
ment Opportunity  Commission  (EEOC). 

Title  Ill-Public 
Accommodations  and 
Commercial  Facilities 

Title  IE  of  the  ADA,  effective  January  26, 1992,  pro- 
hibits discrimination  against  persons  with  a  disabil- 
ity in  places  of  public  accommodation  and 
commercial  facilities. 

The  law  requires  removal  of  architectural  and 
communications  barriers  in  existing  privately  owned 
places  of  public  accommodations. 

A  privately  owned  public  accommodation 
includes  virtually  all  commercial  facilities,  such  as 
office  buildings,  convention  centers,  hotels,  restau- 
rants, theaters,  museums,  retail  establishments,  day 
care  centers,  and  medical  buildings.  ADA  applies  to 
private  entities  that  own,  lease,  or  operate  such  public 
accommodations. 

The  requirement  to  remove  architectural  and 
communications  barriers  assumes  that  these  changes 
are  readily  achievable.  The  obligation  to  remove  bar- 
riers does  not  require  extensive  restructuring  or  bur- 
densome expense.  However,  there  is  no  specific 
monetary  formula  to  determine  that  an  action  is 
readily  achievable.  Factors  to  be  considered  in  deter- 
mining whether  removal  of  a  barrier  is  readily 
achievable  include  the  nature  and  cost  of  the  work 
needed,  the  overall  financial  resources  of  the  facility 
itself,  and  the  overall  financial  resources  of  the  parent 
corporation. 
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An  employer  who  takes  the  position  that  an 
accommodation  needed  by  a  disabled  person  is  not 
readily  achievable  has  the  burden  of  proof. 

In  examining  the  "readily  achievable"  test,  the 
government  has  suggested  priorities  to  remove  bar- 
riers where  all  accessibility  goals  might  not  be 
readily  achievable,  in  this  order: 

1.  Providing  access  to  site  from  public  sidewalks, 
parking,  or  public  transportation 

2.  Providing  access  to  all  areas  where  goods  and 
services  are  made  available  to  the  public 

3.  Providing  access  to  restroom  facilities 

4.  Providing  access  to  all  remaining  areas 

Tax  Credits 

Real  estate  brokers  and  clients  should  consult  an 
accountant  about  possible  tax  relief  to  offset  any 
financial  burden  resulting  from  ADA  requirements. 
Tax  credits  for  up  to  50%  of  eligible  expenditures 
greater  than  $250  but  less  than  $  10,250  are  available 
to  businesses  with  annual  gross  receipts  not  exceed- 
ing $1  million  or  fewer  than  30  full-time  workers. 
Eligible  expenditures  include  costs  for  removing 
barriers  and  providing  auxiliary  aids.  A  tax  deduc- 
tion of  up  to  $15,000  per  year  for  qualified  removal 
of  architectural  and  transportation  barriers  may  be 
taken  by  any  business  regardless  of  its  size. 

New  Buildings 

A  new  building  intended  for  first  occupancy  after 
January  26,  1993,  must  for  all  practical  purposes  be 
barrier  free  or  readily  accessible  to  people  with  dis- 
abilities. 

The  readily  accessible  standard  does  not  require 
elevators  to  be  installed  in  facilities  less  than  three 
stories  high  and  less  than  3,000  square  feet  in  area 
unless  these  facilities  are  shopping  centers  or  offices 
of  a  health  care  provider. 
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Reducing  Risk  of  ADA  Liability 

Noncompliance  with  the  ADA  exposes  violators  to 
stiff  penalties  and  significant  liability. 

Steps  Brokers  Can  Take  To  Avoid  Legal 
Problems  with  the  ADA 

•  Brokers  may  advise  building  owners,  tenants, 
and  property  managers  to  review  their  leases  to 
determine  who  is  responsible  for  compliance 
mandated  by  legislation  or  regulation. 

•  If  a  lease  is  due  to  expire,  ADA  compliance  might 
be  discussed  during  renewal  negotiations. 

•  Brokers  should  have  their  offices  inspected  by  an 
architect  familiar  with  ADA  regulations. 

•  Brokers  might  alert  their  commercial  clients  to 
the  existence  of  the  ADA  and  suggest  they  have 
their  buildings  inspected  by  a  knowledgeable 
architect. 

•  Brokers  and  their  commercial  clients  should  doc- 
ument their  awareness  of  the  legislation  and  any 
steps  they  have  taken  or  costs  they  have  incurred 
to  comply,  including  all  discussions,  correspon- 
dence, reports,  costs  of  inspections,  building 
modifications,  and  purchases  of  auxiliary  aids. 

ADA  Requirements  Fact 
Sheet 

(U.S.  Department  of  Justice) 

Employment 

•  Employers  may  not  discriminate  against  an  indi- 
vidual with  a  disability  in  hiring  or  promotion  if 
the  person  is  otherwise  qualified  for  the  job. 

•  Employers  may  ask  about  one's  ability  to  per- 
form a  job  but  may  not  inquire  if  someone  has  a 
disability  or  subject  a  person  to  tests  that  tend  to 
screen  out  people  with  disabilities. 

•  Employers  must  provide  reasonable  accommo- 
dation to  individuals   with  disabilities.   This 
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includes  steps  such  as  job  restructuring  and  mod- 
ification of  equipment. 

•  Employers  do  not  need  to  provide  accommoda- 
tions that  impose  an  undue  hardship  on  business 
operations. 

•  Who  needs  to  comply:  All  employers  with  15  or 
more  employees  must  comply  effective  July  26, 
1994. 

Public  Accommodations 

•  Private  entities — such  as  restaurants,  hotels  and 
retail  stores — may  not  discriminate  against  indi- 
viduals with  disabilities  effective  January  26, 
1992. 

•  Auxiliary  aids  and  services  must  be  provided  to 
individuals  with  vision  or  hearing  impairments 
or  individuals  with  other  disabilities  unless  an 
undue  burden  would  result. 

•  Physical  barriers  in  existing  facilities  must  be 
removed  if  removal  is  readily  achievable.  If  not, 
alternative  methods  of  providing  the  services 
must  be  offered  if  they  are  readily  achievable. 

•  All  new  construction  and  alterations  of  facilities 
must  be  accessible. 

Transportation 

•  New  public  transit  buses  ordered  after  August  26, 
1990,  must  be  accessible  to  individuals  with  dis- 
abilities. 

•  Unless  an  undue  burden  would  result,  transit 
authorities  must  provide  comparable  paratransit 
or  other  special  transportation  services  to  indi- 
viduals with  disabilities  who  cannot  use  fixed 
route  bus  services. 

•  Existing  train  systems  must  have  one  accessible 
car  per  train  by  July  26,  1995. 

•  New  rail  cars  ordered  after  August  26, 1 990,  must 
be  accessible. 

•  New  bus  and  train  stations  must  be  accessible. 
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•  Key  stations  in  rapid,  light,  and  commuter  trail 
systems  must  be  made  accessible  by  July  26, 
1993,  with  extensions  up  to  20  years  for  com- 
muter rail  (30  years  for  rapid  and  light  rail). 

•  Who  needs  to  comply:  Effective  July  26,  1994, 
all  employers  with  15  or  more  employees  must 
comply. 

State  and  Local  Governments 

•  State  and  local  governments  may  not  discrimi- 
nate against  qualified  individuals  with  disabili- 
ties. 

•  All  government  facilities,  services,  and  commu- 
nications must  be  accessible  consistent  with  the 
requirements  of  Section  504  of  the  Rehabilitation 
Act  of  1973. 

Telecommunications 

•  Companies  offering  telephone  service  to  the  gen- 
eral public  must  offer  telephone  relay  services  to 
individuals  who  use  telecommunications  devices 
for  the  deaf  (TDDs)  or  similar  devices. 

Examples 

The  following  fact  situations  were  prepared  by  the 
Hawaii  Real  Estate  Research  &  Education  Center, 
University  of  Hawaii. 

Fact  Situation  A.  Ms.  X  is  in  a  wheelchair.  She 
holds  a  real  estate  sales  license  and  has  applied  to 
work  in  the  residential  sales  division  of  Broker  B's 
office,  a  firm  with  45  salespersons.  Because  of  the 
wheelchair.  Broker  B  does  not  think  that  Ms.  X  will 
be  effective  in  showing  houses  to  prospective  buyers 
and  advises  her  that  she  is  not  qualified  to  apply  for 
a  job  with  his  firm.  Broker  B  is  also  concerned  that 
Ms.  X's  wheelchair  is  too  big  to  fit  through  the  door 
of  the  conference  room  in  which  the  firm's  sales 
meetings  are  held. 
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Fact  Situation  B.  Mr.  Y  is  a  prospective  buyer  of  a 
small  four-story  medical  office  building.  Mr.  Y  is 
very,  very  rich.  The  building  does  not  have  an  ele- 
vator and  the  stairs  are  narrow.  The  current  owner 
has  had  a  negative  cash  flow  problem  for  the  past 
three  years  and  is  seeking  to  sell  the  property.  Mr.  Y 
tells  Broker  B  that  he  plans  to  keep  the  property.  Mr. 
Y  tells  Broker  B  that  he  plans  to  keep  the  building 
in  its  existing  condition  for  a  few  years  until  he  can 
tear  it  down  and  develop  a  high  rise  hotel  in  its  place. 

In  both  fact  situations.  Broker  B  has  problems 
created  by  the  passage  of  ADA.  In  the  Fact  Situation 
A,  Broker  B  is  guilty  of  employment  discrimination 
in  violation  of  Title  I.  Ms.  X  has  the  right  to  file  a 
charge  of  discrimination  with  the  U.S.  Equal 
Employment  Opportunity  Commission. 

In  Fact  Situation  B .  Mr.  Y  will  need  to  spend  cap- 
ital to  remove  barriers  that  discriminate  against  the 
disabled.  This  may  be  an  expense  he  may  not  have 
expected.  Having  failed  to  disclose  the  provisions  of 
ADA  as  they  apply  to  this  situation.  Broker  B  may 
be  sued  by  Mr.  Y. 

Disclaimer 

The  material  presented  in  this  section  is  for  general 
education  purposes  and  is  not  intended  to  provide 
specific  legal  advice.  Because  the  ADA  require- 
ments are  very  technical,  licensees  are  advised  to 
consult  their  attorney  for  guidance. 

Other  Sources  of  Information 

For  information  concerning  Title  I,  Employment 
Discrimination: 

Equal  Employment  Opportunity  Commission 
Telephone:  1-800-669-EEOC 

For  information  concerning  Title  III.  Public 
Accommodations,  and  Commercial  Facilities: 

U.S.  Department  of  Justice 
Telephone:  1-202-514-0301 
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The  Americans  with  Disabilities  Act 
Title  III  Technical  Assistance  Manual 
Job  Accommodation  Network  (JAN) 
Telephone:  1-800-232-9675 
Civil  Rights  Division 

Accessibility  Guidelines  for  Buildings  and  Facili- 
ties 

U.S.  Architectural  &  Transportation  Barriers  Com- 
pliance Board 

Telephone:  1-800-872-2253 
Email:  info@access-board.gov 

Charges  may  be  filed  with  the  nearest  EEOC  office 
or  by  calling  1-800-669-400  or  1-800-669-6820 
(TDD).  For  details,  access  the  Web  site: 
www.  usdoj.  gov/crt/ada/t  3  compfm.htm. 

For  ADA  regulations  and  Technical  Assistance 
Materials,  access  the  Web  site:  www.usdoj.gov/crt/ 
ada/puglicat.htm. 

The  Job  Accommodation  Network  (JAN),  is  a  free 

consulting   service   of  the   U.S.   Department  of 

Labor:  1-800-526-7234  (1-800- ADA-WORK) 

Fax:  10304-293-5407 

E-mail: jan@jan.icdi.wvu.edu 

www. jan.  wvu.  edu.  englisJv 'contact,  htm 
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ANTITRUST  LAWS 

Antitrust  laws  protect  competition  and  prevent 
monopolies.  Violation  of  federal  and/or  state  anti- 
trust laws  result  in  severe  sanctions  the  law  can  inflict 
upon  a  business,  its  partners,  and  corporate  officers. 
Therefore,  real  estate  brokers  and  sales  associates 
must  have  a  basic  understanding  of  antitrust  laws  and 
how  they  are  applied  to  the  real  estate  industry.  Anti- 
trust violations  are  generally  not  covered  by  errors 
and  omissions  policies. 

The  Sherman  Act 

Section  1  of  the  Sherman  Act  (1890)  provides: 
"Every  contract  combination  in  the  form  of  trust  or 
otherwise,  or  conspiracy,  in  restraint  of  trade  or  com- 
merce among  several  states,  or  with  foreign  nations, 
is  declared  to  be  illegal." 

Conspiracy  means  that  two  or  more  separate 
business  entities  participate  in  a  common  scheme  or 
plan  and  that  the  effect  of  the  scheme  is  restraint  of 
trade. 

Conspiracies  To  Fix  Real  Estate 
Commission  Rates  or  Commission 
Splits 

In  United  States  v.  National  Association  of  Real 
Estate  Boards  (NAREB),  the  Supreme  Court  in  1950 
held  that  the  concept  of  trade  as  used  in  the  Sherman 
Act  included  real  estate  brokerage,  and  that  manda- 
tory fee  schedules  that  were  promulgated  and 
enforced  by  a  real  estate  board  through  disciplinary 
proceedings  violated  Section  1  of  the  Sherman  Act. 
While  commission  rates  are  the  most  common 
object  of  price  fixing  allegations  against  real  estate 
brokers,  a  conspiracy  among  brokers  to  fix  the  dura- 
tion of  listing  agreements,  the  form  of  compensation, 
or  the  type  of  listings  that  will  be  accepted  are  also 
in  violation  of  the  Sherman  Act. 
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Restraint  of  Trade 

The  1980  decision  in  McLain  v.  New  Orleans  Real 
Estate  Board  held  that  a  conspiracy  to  fix  real  estate 
commissions  can  have  the  necessary  effect  upon 
interstate  commerce  because  the  transaction  that 
results  from  the  successful  marketing  effort  often 
involves  the  use  of  out-of-state  mortgage  lenders  or 
insurers.  As  such,  an  artificially  inflated  real  estate 
brokerage  commission  raises  the  total  cost  of  closing 
a  real  estate  transaction  that  in  turn  affects  interstate 
commerce  in  mortgage  lending  and  insurance.  This 
decision  established  without  a  doubt  that  the  federal 
antitrust  laws  apply  to  the  real  estate  brokerage  busi- 
ness despite  the  local  character  of  the  real  estate 
being  sold  or  leased. 

The  language  in  the  Sherman  Act  that  every  con- 
tract or  combination  in  restraint  of  trade  is  declared 
to  be  illegal  brought  about  a  dispute  that  was  decided 
in  Standard  Oil  v.  United  States.  Reasoning  that 
every  business  contract  is  a  restraint  upon  the  com- 
mercial freedom  of  the  parties,  the  Supreme  Court 
interpreted  the  words  in  restraint  of  trade  to  mean 
only  those  contracts,  combinations,  or  conspiracies 
that  unreasonably  restrain  trade.  This  judicial  editing 
of  the  Sherman  Act  is  known  as  the  Rule  of  Reason. 

Applying  the  Rule  of  Reason  to  various  types  of 
trade  restraints,  the  Supreme  Court  eventually  iden- 
tified that  their  anticompetitive  effects  can  be  pre- 
sumed. This  conclusive  presumption  of  an  anti- 
competitive effect  is  known  as  the  per  se  rule.  If  a 
particular  restraint  is  found  to  be  within  the  per  se  cat- 
egory, the  antitrust  laws  do  not  allow  any  evidence, 
justification,  or  excuse  to  be  presented  in  defense  of 
a  per  se  offense.  Thus,  the  issue  in  a  per  se  case  is 
not  to  determine  if  there  is  a  conspiracy  but  whether 
the  defendant  is  found  to  have  participated  in  the  con- 
spiracy. 

There  are  two  categories  of  restraints  subject  to 
the  per  se  rule  that  are  of  most  concern  to  real  estate 
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brokers:  (1)  conspiracies  to  fix  commission  rates  or 
commission  splits  and  (2)  group  boycotts. 

In  United  States  v.  Foley,  a  conspiracy  to  fix  real 
estate  commissions  was  found  when  a  member  of  the 
Montgomery  County  (Maryland)  Board  of  REAL- 
TORS® announced  at  a  board  function  that  he  was 
raising  his  gross  commission  rate  and  that  "he  did  not 
care  what  others  did."  The  announcement  was  con- 
strued as  an  invitation  to  conspire,  and  the  subse- 
quent action  by  the  other  competitors  was  construed 
as  an  acceptance  of  this  invitation.  This  case  dem- 
onstrates that  an  inference  of  conspiracy  based  upon 
the  actions  of  alleged  conspirators  is  permissible  as 
evidence  without  proving  that  alleged  conspirators 
actually  consulted  with  each  other  concerning  a  fee 
structure. 

Group  Boycotts 

Group  boycotts,  having  the  primary  objective  of 
harming  or  destroying  a  competitor  or  a  supplier  of 
goods  and  services,  occur  in  the  real  estate  business 
when  two  or  more  brokers  agree  to  refuse  to  coop- 
erate or  to  cooperate  on  less  favorable  terms  with  a 
third  broker,  often  a  discount  broker,  in  order  to  force 
a  change  in  the  competitor' s  behavior  or  to  drive  the 
competitor  out  of  business.  Such  boycotts  are  per  se 
(as  a  matter  of  law)  illegal  under  the  antitrust  laws. 
Real  estate  brokers  or  salespeople  who  act  as  if 
there  were  a  conspiracy  to  boycott  a  competitor  are 
just  as  vulnerable  to  an  antitrust  lawsuit  as  those  who 
actually  participate  in  the  conspiracy. 

Tying  Agreements 

The  Supreme  Court  has  defined  a  tying  agreement 
as  "an  agreement  to  sell  one  product,  only  on  the  con- 
dition that  the  buyer  also  purchases  a  different  (or 
tied)  product . . ." 

Courts  have  concluded  that  when  the  effect  of  a 
tying  arrangement  is  to  extend  the  seller's  market 
power  in  the  tying  product  into  the  market  for  the  tied 
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product,  the  tying  arrangement  is  per  se  illegal  under 
the  antitrust  laws. 

As  a  result  of  Northern  Pacific  Railway  Co.  v. 
United  States,  real  estate  brokers  should  treat  with 
caution  any  contract  for  the  sale  of  land  that  condi- 
tions the  sale  on  the  buyer' s  agreement  that  he  or  she 
will  engage  the  services  of  the  seller  or  the  seller's 
subsidiary. 

Examples  of  possible  antitrust  violations  are 

•  a  list-back  clause  in  an  agreement  for  the  sale  of 
subdivision  lots  whereby  the  developer  sells  a 
subdivision  lot  to  a  builder  conditioned  upon  the 
builder's  agreement  to  list  back  the  improved 
property  with  the  developer's  brokerage  firm  for 
subsequent  sale  to  homebuyers. 

•  a  property  management  agreement  that  binds  the 
owner  to  list  the  property  with  the  broker-man- 
ager. 

Antitrust  Enforcement 

The  Department  of  Justice 

The  U.S.  attorney  general,  through  the  Antitrust 
Division  of  the  Department  of  Justice,  may  bring 
criminal  and  civil  actions  to  enforce  the  Sherman 
Act. 

The  Antitrust  Division  has  brought  criminal  anti- 
trust indictments  against  real  estate  brokers,  all  of 
which  have  alleged  that  the  defendants  engaged  in  a 
conspiracy  to  fix  real  estate  commissions. 

A  corporation  found  guilty  of  violating  the  Sher- 
man Act  may  be  fined  up  to  $  1  million.  An  individual 
may  be  fined  up  to  $100,000  and  imprisoned  up  to 
three  years,  or  both. 

Private  Enforcement 

Section  4  of  the  Clayton  Act  authorizes  private  per- 
sons to  recover  damages  for  injuries  to  their  business 
or  property  by  reason  of  anything  forbidden  by  the 
antitrust  laws. 
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Under  the  act,  injured  persons  may  recover  three 
times  actual  damages  plus  reasonable  attorney's 
fees. 

Reducing  Risk  of  Antitrust 
Liability 

Office  Policies 

Education.  Education  is  imperative  because  bro- 
kers are  held  accountable  and  liable  for  the  actions 
and  statements  of  their  sales  associates.  Each  new 
salesperson  should  attend  an  orientation  program. 
For  this  purpose  NAR  has  prepared  a  videotape, 
Antitrust  and  Real  Estate,  as  well  as  a  booklet  enti- 
tled "Antitrust  and  Real  Estate  Compliance  Program 
for  Realtors®  and  Realtor®- Associates®." 

Training.  When  discussing  fees  with  actual  or  pro- 
spective clients,  sales  associates  should  use  language 
conveying  the  impression  that  the  firm  sets  commis- 
sion rates  unilaterally  and  independently. 

Sales  associates  should  provide  positive  reasons 
for  the  firm's  fee  structure  when  sellers  ask  to  lower 
the  commission  rate.  Any  suggestion  that  commis- 
sions are  established  by  agreement  among  brokers  or 
that  an  individual  competitor  is  the  object  of  a  boy- 
cott must  definitely  be  avoided. 

Brokers  or  salespeople  who  find  themselves  in 
the  midst  of  a  prohibited  discussion  of  commission 
rates  with  competitors  must  immediately  take  affir- 
mative steps  to  disavow  any  connection  with  it. 
Being  silent  may  imply  that  the  silent  broker  partic- 
ipated in  the  price-fixing  conspiracy.  If  the  discus- 
sion continues,  the  broker  or  salesperson  should 
leave  the  gathering  after  protesting  the  topic  again. 
If  minutes  are  being  taken,  the  exiting  person  should 
insist  that  the  time  and  reason  for  leaving  be  entered 
in  the  minutes. 

To  avoid  antitrust  liability,  real  estate  brokers 
and  salespeople  should  be  particularly  careful  to 
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avoid  any  communications  or  discussions  with  their 
competitors  that  relate  in  any  way  to  the  commission 
rates  charged  to  sellers  or  the  compensation  levels 
paid  to  other  firms  for  cooperative  brokerage  ser- 
vices. 

Sales  associates  should  report  any  suggestions 
by  salespeople  from  other  firms  that  could  imply  an 
invitation  to  fix  commissions  or  boycott  a  competi- 
tor. 

Standard  Forms.  Printed  forms  should  not  contain 
preprinted  commission  rates,  predetermined  listing 
periods,  automatic  renewal  clauses,  or  predeter- 
mined protection  periods.  There  should  be  blanks  to 
be  filled  out  in  each  transaction. 

Antitrust  Investigations  or  Complaints.  In  the 

event  of  an  antitrust  investigation  or  complaint,  the 
matter  should  be  referred  immediately  to  the  firm's 
attorney.  The  local  board  or  Association  of  REAL- 
TORS®, state  association,  and  the  general  counsel's 
office  of  NAR  may  also  provide  legal  assistance. 

What  To  Do 

•  The  key  to  avoiding  inferences  of  antitrust  con- 
spiracy is  to  independently  establish  (without 
consulting  any  competing  brokerage  firms)  fees 
and  other  listing  policies,  including  commission 
rates  (flat  fee  or  percentage  of  sales  price),  com- 
mission splits,  length  of  listing,  length  of  pro- 
tected period  after  expiration,  and  type  of  listing 
without  consulting  any  competing  brokerage 
firms. 

•  Documenting  that  commission  rates  and  com- 
mission splits  are  set  and/or  adjusted  as  a  result 
of  independent  business  judgment  is  recom- 
mended. Such  documentation  may  take  the  form 
of  a  confidential  memo  restricted  solely  to  sales 
associates  of  the  firm  and  to  the  office  file. 

•  In  the  event  a  broker  finds  it  necessary  to  deviate 
from  his  or  her  cooperative  compensation  split  to 
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one  particular  cooperating  broker,  it  is  essential 
to  document  that  the  deviation  is  based  upon  an 
independent  evaluation  of  the  circumstances. 
Such  documentation  would  be  necessary  to  rebut 
a  possible  inference  of  conspiracy  in  the  event 
one  or  more  other  firms  also  lowered  their  coop- 
erative compensation  to  the  same  firm. 

What  Not  To  Do 

Real  estate  brokers  must  never 

mention  or  intimate  intentions  concerning  com- 
missions, fees,  or  other  business  plans  to  com- 
petitors; 

refer  to  pricing  policies  of  competitors  when 
responding  to  questions  about  fees; 
include  representatives  of  a  third  office  when  dis- 
cussing a  commission  split  with  a  cooperating 
broker; 

tell  prospective  clients  they  should  not  work  with 
another  firm  because  other  brokers  will  not  do 
business  with  that  firm;  or 
suggest  that  other  brokers  have  agreed  not  to 
cooperate  for  less  than  a  particular  commission 
split. 

Dangerous  Words  and  Phrases 

(From  the  booklet  entitled  "Antitrust  and  Real  Estate 
Compliance  Program  for  REALTORS®  and  REAL- 
TOR-ASSOCIATES®," 1st  and  3rd  editions,  by  per- 
mission of  the  National  Association  of  REALTORS®. 
All  rights  reserved.) 

The  following  are  examples  of  words  or  phrases 
occasionally  used  by  salespeople  that  would  permit 
a  judge  or  jury  to  infer  that  real  estate  brokers  are 
engaged  in  an  illegal  conspiracy: 

•  "I'd  like  to  lower  the  commission  rate,  but  the 
board  has  a  rule  . . ." 

•  "The  MLS  will  not  accept  less  than  a  120-day 
listing." 


Antitrust  Laws     C-71 


• 


"Before  you  list  with  XYZ  Realty,  you  should 
know  that  nobody  works  on  their  listings." 

•  "If  John  Doe  was  really  professional  (or  ethical), 
he  would  have  joined  the  board." 

•  'The  board  requires  all  REALTORS®  to  make 
their  salespeople  join." 

•  "The  best  way  to  deal  with  John  Doe  is  to  boycott 
him." 

•  "If  you  valued  your  services  as  a  professional, 
you  wouldn't  cut  your  commission." 

•  "No  board  member  will  accept  a  listing  for  less 
than  90  days." 

•  "Let  him  stay  in  his  own  market.  This  is  our  ter- 
ritory." 

•  "If  he  was  really  a  professional,  he  wouldn't  use 
part-timers." 

•  "This  is  the  rate  every  firm  charges." 

•  "I'd  like  to  lower  the  commission,  but  no  one  else 
in  the  MLS  will  show  your  house  unless  the  com- 
mission is  X%." 

•  "Before  you  decide  to  list  with  XYZ  Realty,  you 
should  know  that  because  they  are  a  'discount' 
broker,  members  of  the  board  won't  show  their 
listings." 

•  "I'd  like  to  (reduce  the  commission  .  .  .  shorten 
the  listing  term  .  .  .  accept  an  exclusive  agency 
listing),  but  if  I  do  the  MLS  won't  accept  the  list- 
ing."^ 

•  "This  is  what  all  brokers  do." 
"No  one  else  will  cooperate  unless  you  accept  the 
listing  on  these  terms." 


• 
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UNAUTHORIZED  PRACTICE 
OF  LAW 

Practice  of  Law 

Quoting  John  Reilly's  The  Language  of  Real  Estate, 
practice  of  law  is  defined  as:  "Rendering  services  that 
are  peculiar  to  the  law  profession,  such  as  preparing 
legal  documents,  giving  legal  advice  and  counsel,  or 
construing  contracts  by  which  legal  rights  are 
secured.  A  real  estate  broker's  license  can  be  sus- 
pended or  revoked  for  the  unauthorized  practice  of 
law,  regardless  of  whether  or  not  fees  are  charged. 
The  broker  also  has  an  ethical  duty  to  recommend 
that  legal  counsel  be  obtained  when  the  interest  of 
either  buyer  or  seller  requires  it. 

"There  is  universal  uncertainty  as  to  whether  the 
broker's  use  of  certain  forms  constitutes  the  practice 
of  law.  While  it  is  permissible  for  the  broker  to  help 
complete  certain  standard  forms,  such  as  a  sales  con- 
tract, the  broker  has  a  duty  to  do  so  with  accuracy 
and  with  certainty.  Such  completion  of  forms  is  per- 
missible only  where  it  is  incidental  to  the  broker's 
earning  a  commission  and  not  where  he  or  she  makes 
a  separate  charge  for  filling  in  the  form.  In  most  states 
the  broker  may  not  prepare  documents  such  as  con- 
tracts for  deed,  deeds,  mortgages,  deeds  of  trust, 
options  and  certain  leases. 

"Only  attorneys  and  the  parties  to  a  transaction 
are  authorized  to  prepare  legal  instruments.  How- 
ever, many  state  Associations  of  Realtors®  and  Bar 
Associations  have  broker-lawyer  accords  that  recog- 
nize that  the  real  estate  broker  must  have  authority 
to  secure  some  kind  of  agreement  between  buyer  and 
seller,  evidence  of  the  transaction,  and  provisions  for 
payment  of  the  broker's  compensation.  This  usually 
gives  a  broker  the  authority  to  fill  in  the  blanks  of 
preprinted  documents  only,  and  not  to  draft  legal  doc- 
uments or  close  transactions  (as  some  states  recog- 
nize these  acts  as  the  practice  of  law)." 
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Thus,  in  many  states  real  estate  licensees  may  fill 
in  the  blanks  in  printed,  standardized  forms  approved 
by  a  lawyer  and  in  connection  with  transactions  han- 
dled by  the  broker  in  the  usual  course  of  business. 
However,  the  broker  may  not  charge  for  filling  in  the 
blanks  or  give  advice  or  counsel  as  to  the  legal  effect 
and  validity  of  such  documents. 

The  standard  of  care  demanded  of  an  attorney 
will  be  the  standard  applied  to  a  real  estate  licensee 
who  practices  law. 

In  an  effort  to  help  resolve  the  unauthorized  prac- 
tice of  law  problem,  the  National  Association  of 
Realtors®  adopted  Article  17  of  the  Code  of  Ethics: 
"The  Realtor®  shall  not  engage  in  activities  that 
constitute  the  unauthorized  practice  of  law  and  shall 
recommend  that  legal  counsel  be  obtained  when  the 
interest  of  any  party  to  the  transaction  requires  it." 
This  article  has  been  introduced  in  court  [Crutchley 
v.  First  Trust  &  Savings  Bank,  450  N.W.  2d  877 
(Iowa  1990)]  as  the  standard  of  a  case  against  which 
a  salesperson's  conduct  should  be  measured.  Proof 
of  a  violation  of  this  standard  is  evidence  upon  which 
the  judge  and  jury  may  find  a  salesperson  negligent. 

Legal  Advice  or  Judgment 

Exercising  legal  judgment  as  to  which  competing  real 
estate  form  to  use  or  giving  advice  about  legal  effects 
of  executing  a  joint  tenancy  deed  constitutes  a  prac- 
tice of  law  [State  Bar  of  New  Mexico  v.  Guardian 
Abstract  and  Title  Company,  Inc.,  575  P.2d  943  (NM 
1978)]. 

A  real  estate  broker  who  counseled  a  seller  on 
the  tax  consequences  of  various  forms  of  property 
transfer  engaged  in  unauthorized  practice  of  law 
[Wolfenberger  v.  Madison,  357  N.E.2d  656  (IL 
1976)]. 
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TAX  INFORMATION 

The  real  estate  broker  is  generally  not  trained  or 
licensed  to  give  tax  advice  and  cannot  take  the  result- 
ing responsibility.  This  field  belongs  to  the  profes- 
sional tax  consultant — the  attorney  at  law  or  the 
public  accountant — who  by  virtue  of  his  or  her  pro- 
fession is  trained  and  licensed  to  give  tax  advice  and 
holds  himself  or  herself  responsible  for  the  conse- 
quences of  that  advice. 

Buyers  and  sellers  of  real  property  often  fail  to 
consult  a  professional  tax  consultant  when  real  estate 
is  concerned.  It  is  then  that  the  real  estate  broker  is 
often  the  only  one  in  a  position  to  recognize  certain 
opportunities  or  pitfalls  with  respect  to  the  client's 
real  estate  holdings  or  transactions  that  could  have 
serious  consequences  on  the  client's  tax  liability.  If 
able  to  recognize  such  opportunities  and  pitfalls,  the 
broker  can  perform  an  invaluable  service  for  clients 
by  pointing  out  tax  effects  resulting  from  certain  sit- 
uations and  by  urging  clients  to  consult  their  tax 
advisers.  While  the  broker  has  thus  not  given  tax 
advice,  he  or  she  may  well  have  saved  clients  from 
making  a  move  that  could  otherwise  have  resulted 
in  costly  tax  consequences;  or  the  broker  may  have 
caused  clients  to  make  a  profitable  move  tax-wise 
that  they  otherwise  might  not  have  made. 

The  broker  should  protect  himself  or  herself — 
and  the  client — by  ascertaining  that  the  client  does 
not  rely  upon  any  statements  or  representations  made 
by  the  broker  with  respect  to  the  client' s  tax  liability. 
It  may  be  prudent  to  insert  a  clause  to  that  effect  into 
sales  and  exchange  agreements. 

Basis 

Basis  (tax  book  value  of  property)  has  significant  tax 
consequences  to  the  owner. 

1 .  It  is  the  starting  point  for  computing  cost  recov- 
ery deductions. 
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2.  It  determines  the  amount  of  gain  or  loss  realized 
upon  disposition  of  the  property. 

3.  It  controls  the  amount  of  any  casualty  losses. 

During  ownership  of  property,  the  basis  is 
adjusted  upward  by  adding  any  capital  expenditures 
the  owner  may  have  made.  Basis  is  adjusted  down- 
ward by  subtracting  any  cost  recovery  (depreciation) 
deductions. 

The  Sale  Price  less  Selling  Expenses  is  the 
Amount  Realized. 

The  Amount  Realized  less  Adjusted  Basis  is 
termed  Gain  Realized. 

The  taxable  portion  of  the  realized  gain  is  called 
recognized  gain. 

I.  Acquisition  by  Purchase 

Basis  is  the  cost  of  acquisition  (purchase  price  plus 
purchase  costs). 

II.  Acquisition  by  Gift 

Basis  is  the  donor's  adjusted  basis  plus  gift  tax.  The 
basis  for  gain  and  the  basis  for  loss  can  be  different. 
The  basis  for  gain  is  the  same  as  the  donor's.  The 
basis  for  loss  is  the  donor' s  basis  or  fair  market  value, 
whichever  is  lower. 

Consequently,  there  can  be  a  situation  where  on 
a  sale  there  is  neither  gain  nor  loss. 

III.  Acquisition  by  Inheritance 

When  the  property  is  included  in  the  transferor's 
gross  estate  for  federal  estate  tax  purposes,  and  when 
basis  is  the  fair  market  value  at  the  date  of  death  or 
at  the  alternate  valuation  date*  if  the  alternate  valu- 
ation date  was  elected  for  federal  estate  tax  purposes, 
acquisition  is  by  inheritance  or  other  transfer. 

When  property  is  held  as  community  property 
and  one  spouse  dies,  both  the  descendant's  and 
survivor's  one-half  interests  receive  a  new  basis 
(determined  as  previously  stated),  even  though  only 

^Alternate  valuation  date  is  six  months  after  death  or  the  date  of  sale  or 
distribution  if  prior  to  this  date. 
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one-half  of  the  community  property  is  included  in  the 
gross  estate  for  federal  estate  tax  purposes.  However, 
this  advantage  is  not  available  when  the  property  is 
held  in  joint  tenancy.  Only  that  portion  of  the  prop- 
erty that  is  included  in  the  decedent's  estate  receives 
a  new  basis,  and  the  basis  of  the  survivor's  interest 
is  equal  to  his  or  her  adjusted  cost. 

Since  January  1,  2002,  some  states  (including 
California)  have  created  an  estate  called  "commu- 
nity property  with  right  of  survivorship."  This  gives 
the  survivor  the  benefits  of  joint  tenancy  and  step- 
up  basis  for  the  entire  property.  While  real  estate 
agents  should  not  advise  clients  how  to  take  title  to 
property,  they  should  be  cautioned  to  seek  profes- 
sional advice  in  this  matter  because  of  the  significant 
consequences. 

IV.  Acquisition  in  Tax-Deferred  Transactions 

These  include  exchanges  and  involuntary  conver- 
sions (replacement  of  property  condemned,  requisi- 
tioned, destroyed,  or  sold  under  threat  of  condem- 
nation). In  these  transactions,  the  taxpayer  is  permit- 
ted to  defer  recognition  of  all  or  part  of  the  gain  real- 
ized on  the  old  property.  In  general,  the  basis  of  the 
new  property  is  equal  to  the  basis  of  the  old  property 
plus  any  additional  boot  paid  (such  as  cash,  notes, 
and  other  assets)  minus  any  recognized  (taxable) 
gain.  Alternatively,  the  basis  of  the  new  property 
may  be  determined  by  subtracting  that  deferred  gain 
from  the  cost  of  the  acquired  property.  (See  Tax- 
Deferred  Exchanges  and  Personal  Residences  in  this 
section.) 

V.  Acquisition  as  Compensation  for  Services 

Basis  is  the  fair  market  value  of  the  services  at  time 
of  transfer. 

VI.  Acquisition  Through  Exercise  of  an  Option 

Basis  is  the  cost  of  acquisition  of  the  property  plus 
the  cost  of  the  option. 
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VII.  Basis  Increase 

Basis  is  increased  by: 

1.  additions  and  improvements  (as  distinguished 
from  repairs); 

2.  cost  of  insuring,  perfecting  and  defending  the 
title,  and  other  purchase  expenses;  and 

3.  special  assessments. 

Capital  Improvements  versus 
Repairs 

Capital  improvements  increase  the  basis  and  are  sub- 
ject to  annual  cost  recovery  deductions  spread  over 
the  life  of  the  asset,  whereas  repairs  are  fully  deduct- 
ible expenses.  The  basic  distinction  between  capital 
improvement  and  repair  is  that  the  former  normally 
involves  a  relatively  permanent  increase  in  the  value 
of  the  building  or  a  lengthening  of  its  useful  life, 
whereas  the  latter  is  usually  a  recurring  type  of 
expenditure  to  keep  the  property  in  operating  condi- 
tion and  will  not  cause  an  increase  in  value  or  in  use- 
ful life.  Please  refer  to  Deductible  Expenses  under 
Personal  Residences. 

Type  of  Expenditure  Capital      Expense 

Foundation — new X 

Foundation — repair X 

Pest  control X 

New  front X 

Painting — outside X 

Painting — inside X 

Papering X 

Plastering X 

Floors — new X 

Floors — resurfacing  and 

patching X 

Floors — replacing  with  tile  X 
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Type  of  Expenditure 

Capital 

Expense 

Roof — replacement 

X 

Roof — reshingling 

X 

Roof — repair  broken  portions 

X 

Fire  escapes — new 

X 

Fire  escapes  rails  replaced 

X 

Stairway — new  supports.  . 

X 

Electric  wiring — new  .... 

X 

Electric  wiring — replaced 
(defective) 

X 

Iron  water  pipes  replaced  by 

copper 

X 

Plumbing — replaced 
(defective) 

X 

Stopping  plumbing  leaks  . 

X 

Heating — permanent 

conversion 

X 

Furnace — relining 

X 

Furnace — enameling  .... 

X 

Insulating 

X 

Air-conditioning  compressor 
replaced 

X 

Wells — cleaning  and 

X 

repairing 

Maintenance  of  property  . 

X 

Casualties — repairs  resulting 
from 

X 

Damaged  property  restored  to 
normal 

X 

Damaged  property  restored  to 
something  better  and 

different 

X 
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Type  of  Expenditure 
Restoration  of  property 
purchased  in  rundown 
condition 

Alterations  to  suit  taxpayer's 
use 

Repairs  and  improvements  as 
part  of  a  general  plan  of 
remodeling 

Alteration  of  building  .... 

Architect's  fee — addition  . 

Assessments  for 

improvements 

Enlarging  and  adding 
bathrooms 

Office  layout  nonpermanent 
change  

Residence — converting 
upper  floor  for  rental .  .  . 

Keeping  building  in  safe 
condition 

Shoring  up  building  to 
prevent  collapse 

Installation  of  a  swimming 
pool  or  landscaping .... 


Capital      Expense 


X 

X 
X 
X 

X 

X 

X 

X 


Fees  and  Commissions*        Capital      Expense 


For  management  and 
collecting  rent 

For  negotiating  lease 
deductible  over  original 
term  of  lease 


X 
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Fees  and  Commissions*        Capital      Expense 

Points  or  discount  in  lieu  of 
interest  in  whole  or  part 
deductible  by  cash  basis 
taxpayer  over  the  period  of 
repayment  of  loan X 

Loan  fee,  if  an  expense  for 
obtaining  the  loan  and  not 
interest,  deductible  as  a 
business  or  investment 
expense X 

For  negotiating  a  sale  or 

purchase X 

Selling  commission  paid  by 

dealers X 

Legal  and  accounting  for 
acquisition  of  property  or 
protection  of  title X 

Legal  and  accounting,  except 

as  above X 

Tax  advice,  tax  return, 

litigation X  X 

Title  search  and  title 

insurance X 

Cost  of  removing  clouds  on 

title X 

Cost  of  survey X 

Appraisal  fee X 

Mortgage  interest  and 

prepayment  fees X 

*For  investment  properties. 


Classification  of  Real  Estate 

For  tax  purposes,  real  estate  can  be  classified  into  the 
following  types  of  holdings: 
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1.  R.E.  Held  for  Investment  or  for  Production  of 
Income 

Gain  is  capital  gain. 

Loss  is  capital  loss. 

Expenses  are  deductible. 

Depreciation  is  allowed  (if  rented  or  available 

for  rent). 

2.  R.E.  Held  for  Use  in  Trade  or  Business 

Gain  is  capital  gain. 
Loss  is  ordinary  loss. 
Expenses  are  deductible. 
Depreciation  is  allowed. 

3.  R.E.  Held  as  a  Personal  Residence 

See  capital  gains  exclusion  under  the  heading, 
Capital  Gain.  Also  refer  to  the  heading,  Per- 
sonal Residences. 

Loss  is  nondeductible. 

Expenses  are  nondeductible,  except  interest, 
property  taxes,  and  casualty  losses. 
Depreciation  is  not  allowed. 

4.  R.E.  Held  Primarily  for  Sale  to  Customers 

Gain  is  ordinary  gain. 
Loss  is  ordinary  loss. 
Expenses  are  deductible. 
Depreciation  is  not  allowed  unless  property  pro- 
duces income  or  is  held  for  the  purpose  of  pro- 
ducing income. 

R.E.  Held  for  Investment  or  for 
Production  of  Income 

These  two  categories  include  real  property  held  as  an 
investment,  such  as  unimproved  land  or  property  that 
requires  little  or  no  supervision  or  maintenance. 

Investment  property  is  a  capital  asset.  As  such, 
profits  are  capital  gains  and  losses  are  capital  losses. 
Capital  losses  reduce  the  amount  of  capital  gain  if 
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they  occur  in  the  same  year.  If  the  capital  loss  exceeds 
the  capital  gain,  then  the  resulting  deduction  for  net 
capital  loss  is  limited  to  the  lesser  of  $3,000  of  tax- 
able income  per  year;  the  remainder  is  carried  for- 
ward to  the  next  succeeding  year  until  it  is  used  up. 

R.E.  Held  for  Use  in  Trade  or  Business 

This  category  includes  real  property  used  by  the  tax- 
payer in  his  or  her  trade  or  business.  Generally,  rental 
property  falls  into  this  category  as  the  property  is 
used  in  the  trade  or  business  of  producing  rental 
income. 

Real  estate  in  this  category  falls  outside  the  def- 
inition of  capital  asset  and  qualifies  for  tax  treatment 
that  is  especially  advantageous. 

1.  If  in  any  one  year  gains  exceed  losses  on  trade 
or  business  property,  all  gains  or  losses  are 
treated  as  gain  or  loss  from  the  sale  of  a  capital 
asset,  resulting  in  a  net  capital  gain. 

2.  If  in  any  one  year  losses  exceed  gains,  all  such 
gains  and  losses  are  treated  as  arising  from  the 
sale  of  noncapital  assets,  resulting  in  a  fully 
deductible  ordinary  loss. 

R.E.  Held  as  a  Personal  Residence 

When  a  personal  residence  is  sold  or  exchanged,  any 
resulting  profit  is  treated  as  capital  gain,  but  losses 
cannot  be  deducted  against  income. 

If  a  personal  residence  has  been  converted  to 
income-producing  property,  it  may  become  trade  or 
business  real  estate  and,  as  such,  qualifies  for  capital 
gain  or  ordinary  loss  treatment  upon  disposition. 
Special  rules  apply  to  calculation  of  losses  in  this  sit- 
uation. 

See  Capital  Gains  Exclusion  under  the  heading, 
Capital  Gain.  Refer  also  to  Personal  Residences  in 
this  section. 
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R.E.  Held  Primarily  for  Sale  to  Customers 

Real  estate  under  this  classification  can  be  compared 
to  merchandise  on  a  dealer's  shelf.  Taxpayers  who 
deal  in  real  estate  so  classified  are  called  dealers. 
Gains  or  losses  resulting  from  the  disposition  of  deal- 
ers' realty  are  ordinary  gains  or  ordinary  losses. 

Rules  as  to  whether  a  taxpayer  is  classified  as  a 
dealer  have  evolved  from  court  decisions.  Among 
the  factors  considered  by  the  courts  in  the  classifi- 
cation of  taxpayers  as  dealers  are  the  following: 

1 .  The  degree  of  activity  in  the  purchase  and  sale 
of  real  estate.  Merely  reducing  the  frequency  of 
real  estate  turnover  is  not  sufficient  to  remove 
the  dealer  status  once  the  taxpayer  has  been  so 
classified. 

2.  The  intent  of  purchasing  and  holding  the  prop- 
erty as  an  investment  or  as  part  of  an  inventory 
held  for  resale.  It  is  important  to  make  the  intent 
a  matter  of  record  at  the  time  of  acquisition  and 
to  act  consistently  with  such  intent  during  the 
term  the  property  is  held. 

3.  The  length  of  time  the  property  is  held. 

4.  The  extent  of  involvement  in  real  estate  activity 
by  the  owner,  such  as  promotion,  advertising, 
listing  the  property  with  a  real  estate  broker,  and 
so  forth. 

5.  The  reason  for  purchasing  or  selling  the  prop- 
erty; whether  the  purchase  or  sale  was  voluntary 
or  involuntary  (because  of  a  drop  in  rents, 
increase  in  maintenance  costs,  sudden  rise  in 
land  values,  etc.). 

6.  Undeveloped  real  estate  is  subdivided. 

7.  The  extent  income  from  real  estate  sales  com- 
pares with  income  from  another  full-time  occu- 
pation. 

8.  Real  estate  brokers,  builders,  and  subdividers 
need  additional  evidence  to  establish  that  any  of 
their  real  estate  holdings  are  investments. 
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It  should  be  noted  that  nonprofessional  investors 
are  not  protected  from  being  classified  as  dealers  by 
the  IRS,  even  though  they  are  in  an  entirely  different 
business. 

Capital  Gain 

Gain  or  loss  from  the  sale  or  exchange  of  a  capital 
asset  is  characterized  as  either  short-term  or  long- 
term  depending  on  how  long  the  asset  was  held  by 
the  taxpayer. 

A  capital  asset  must  be  held  more  than 
12  months  in  order  for  realized  gain  to  be  classified 
as  long-term  capital  gain. 

In  general,  for  Tax  Years  beginning  after 
December  3 1 ,  2000,  gain  from  the  sale  or  exchange 
of  a  long-term  capital  asset  is  subject  to  a  maximum 
capital  gains  rate  of  20%  (10%  for  individuals  in  the 
10%  or  15%  tax  bracket).  However,  a  lower  capital 
gains  rate  of  18%  (8%  for  individuals  in  the  10%  or 
15%  tax  bracket)  may  apply  if  the  individual  held  the 
asset  more  than  five  years. 

Under  the  Jobs  and  Growth  Tax  Relief  Recon- 
ciliation Act  of  2003,  gain  from  the  sale  or  exchange 
of  a  long-term  capital  asset  is  subject  to  a  maximum 
capital  gains  rate  of  15%  (5%  for  individuals  in  the 
10%  or  15%  tax  bracket). 

Penalty-Free  IRA  Withdrawals  for 
Down  Payment 

The  measure  allows  first-time  home  buyers  to  make 
penalty-free  early  withdrawals  of  up  to  $  10,000  from 
newly  created  American  Dream  Individual  Retire- 
ment Accounts  to  help  with  the  down  payment  and 
closing  costs  on  a  first-time  home  purchase. 

Exemption  on  Real  Estate  Taxes 

The  exemption  on  estate  taxes  would  increase  to  $  1 
million  (up  from  $600,000),  phased  in  over  ten  years. 
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For  family-owned  farms  and  small  businesses,  the 
exemption  is  immediately  increased  to  $1,300,000. 

Home  Office 

The  term  "principal  place  of  business"  will  now  spe- 
cifically include  a  place  of  business  that  is  used  by 
the  taxpayer  for  business-related  administrative  or 
management  activities,  if  there  is  no  other  fixed  loca- 
tion of  the  business  where  the  taxpayer  conducts  sub- 
stantial administrative  or  management  activities. 
Realtors®  should  contact  their  tax  advisor  to  deter- 
mine how  the  new  definition  impacts  them. 

Alternative  Minimum  Tax 

Alternative  Minimum  Tax  (AMT)  rules  have  been 
devised  to  ensure  that  at  least  a  minimum  amount  of 
income  tax  is  paid  by  high-income  taxpayers  (includ- 
ing estates  and  trusts)  who  reap  large  savings  by 
making  generous  uses  of  certain  deductions  and 
exemptions.  In  essence,  the  AMT  functions  as  a 
recapture  mechanism,  reclaiming  some  of  the  tax 
breaks  primarily  available  to  high-income  taxpayers, 
and  represents  an  attempt  to  maintain  tax  equity. 

Calculation  of  AMT 

Alternative  Minimum  Taxable  Income  (AMTI)  for 
most  taxpayers  will  be  the  Adjusted  Gross  Income 
plus  Tax  Preference  Items  (TPIs)*. 

AMTI  minus  applicable  ATM  Exemptions  = 
Tentative  Minimum  7ax**. 

The  ATM  is  26%  of  the  Tentative  Minimum  Tax 
up  to  $175,000  and  28%  in  excess  of  $175,000. 

*  TPIs  include  accelerated  depreciation  in  excess  of  straight-line 
depreciation  on  real  property  and  net  loss  from  passive  activity.  (Net 
loss  from  rental  property  is  passive  activity  loss.) 

**  ATM  Exemptions,  as  amended  by  the  Jobs  and  Growth  Tax  Relief  Rec- 
onciliation Act  of  2003,  effective  beginning  2003,  are:  $58,000  for  joint 
return  filers  and  $40,2 50  for  single  individuals. 
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Example 

In  2003 ,  John  and  Mary  Taylor  have  a  regular  income 
of  $  100,000  and  file  a  joint  tax  return.  Assume  their 
regular  tax  is  $20,000.  The  Taylors  also  have  tax 
preference  items  that  total  $30,000. 

Their  AMTI:  $100,000  +  $30,000  =  $130,000 
AMTI  -  Exemption:  $130,000  -  $58,000  =  $72,000 
Tentative  Minimum  Tax:  26%  x  $72,000  =  $18,720 

As  the  Taylors'  regular  tax  of  $20,000  is  less  than 
their  calculated  Tentative  Minimum  Tax  of  $  1 8,720, 
they  are  not  required  to  pay  any  Alternative  Mini- 
mum Tax. 

Depreciation-Cost  Recovery 

Historically,  the  law  permitted  taxpayers  investing 
in  depreciable  property  to  take  regular  tax  deductions 
for  the  amount  of  annual  depreciation  of  an  asset. 
Depreciation  was  computed  on  the  basis  of  an  asset 
and  was  spread  systematically  over  its  estimated  use- 
ful life. 

The  Economic  Recovery  Tax  Act  of  1981  intro- 
duced the  Accelerated  Cost  Recovery  System 
(ACRS)  for  property  placed  in  service  after  Decem- 
ber 31,  1980.  The  new  system  substitutes  the  term 
cost  recovery  for  depreciation.  ACRS  enables  tax- 
payers to  recover  the  cost  of  eligible  (depreciable) 
property  more  rapidly  than  was  formerly  permitted. 
However,  the  Tax  Reform  Act  of  1986  substantially 
lengthened  the  period  of  time  over  which  taxpayers 
may  recover  costs. 

Cost  recovery  tax  deductions  do  not  result  from 
current  cash  expenses;  yet  they  reduce  taxpayers'  tax 
liability  and  thus  increase  the  cash  return  on  invest- 
ments. 

Eligible  (depreciable)  property.  To  be  eligible 
for  cost  recovery,  property  must  be  held  for  produc- 
tion of  income  or  for  use  in  the  taxpayer's  trade  or 
business. 
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Persons  entitled  to  cost  recovery  (depreciation). 
To  be  entitled  to  cost  recovery  deductions,  the  tax- 
payer must  have  an  economic  interest  in  the  property; 
just  holding  title  to  the  property  is  not  sufficient. 

Elements  of  Cost  Recovery 
(Depreciation) 

To  compute  annual  cost  recovery  tax  deductions,  one 
must  determine  the  tax  basis  of  the  property  and  the 
recovery  period. 

Basis.  In  the  case  of  real  property,  only  the  improve- 
ments are  subject  to  cost  recovery,  not  the  land. 
Therefore,  the  basis  of  the  improvements  must  be 
allocated.  This  is  often  done  by  using  the  assessment 
ratio  of  land  to  improvements  or  by  using  compara- 
ble sales  or  appraisals. 

Adjusted  basis.  The  original  basis  is  adjusted  by 
adding  capital  improvements  and  subtracting  cost 
recovery  deductions. 

Recovery  period  and  method.  The  recovery  period 
for  residential  real  property  is  HV2  years.  The  recov- 
ery period  for  nonresidential  real  property  acquired 
after  May  12,  1993,  is  39  years.  Cost  recovery  must 
be  taken  on  a  straight-line  basis  for  all  property 
acquired  after  December  31,  1986. 

Component  Depreciation 

Component  depreciation  is  no  longer  available. 
When  a  taxpayer  makes  a  substantial  improvement 
to  a  building,  the  substantial  improvement  is  treated 
as  a  separate  building  rather  than  a  component.  An 
improvement  is  a  substantial  improvement  if  (1)  the 
amounts  added  to  the  capital  account  of  the  building 
over  a  two-year  period  are  at  least  25%  of  the 
adjusted  basis  of  the  building  (disregarding  depreci- 
ation and  amortization  adjustments)  as  of  the  first 
day  of  that  two-year  period;  and  (2)  the  improvement 
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is  made  at  least  three  years  after  the  building  was 
placed  in  service. 

Limitation  on  Interest  and 
Other  Deductions 

Loss  Limitation  from  Passive  Activities 

A  passive  activity  is  a  trade  or  business  in  which  the 
taxpayer  does  not  materially  participate.  Section  469 
of  the  Internal  Revenue  Code  disallows  the  deduc- 
tion of  losses  and  tax  credits  of  passive  activities  to 
individuals,  estates,  trusts,  closely  held  Subchapter 
C  corporations,  and  personal  service  cor-porations. 
This  is  true  subject  to  certain  exceptions,  including 
closely  held  Subchapter  C  corporations,  which  may 
offset  passive  losses  against  net  active  business 
income,  but  not  against  portfolio  income  (dividends, 
interest,  and  royalties). 

The  following  discussion  is  limited  to  the  disal- 
lowance or  allowance  of  losses  attributable  to  real 
estate  rental  activities.  With  certain  exceptions,  the 
rental  of  real  estate  is  considered  a  passive  activity 
for  many  taxpayers,  even  though  they  may  actually 
participate  materially  in  the  activity. 

There  is  an  exception  for  losses  not  exceeding 
$25,000  in  any  tax  year  incurred  by  an  individual  who 
actively  participates  in  the  management  of  his  or  her 
property.  The  $25,000  amount  is  phased  out  between 
$100,000  and  $150,000  of  modified  adjusted  gross 
income  (determined  without  regard  to  passive 
losses). 

Low-income  housing  credits  may  be  taken  (upon 
a  deduction  equivalent  basis)  under  the  $25,000 
allowance  against  nonpassive  income  without 
regard  to  whether  the  individual  actively  partici- 
pates. 

The  active  participation  with  respect  to  the 
$25,000  allowance  does  not  require  regular,  contin- 
uous, and  substantial  involvement  in  operations.  The 
requirement  may  be  satisfied  if  the  taxpayer  partic- 
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ipates  in  the  making  of  management  decisions,  such 
as  approval  of  new  tenants  or  deciding  on  rental  real 
estate  activity  if  he  or  she  owns  less  than  10%  of  the 
value  of  all  interest  in  the  activity. 

There  is  a  special  exception  for  taxpayers  in  the 
real  estate  business.  This  exception  applies  to  the  tax- 
payer for  a  taxable  year  if  more  than  one-half  of  the 
personal  services  performed  in  trades  or  business  by 
the  taxpayer  during  the  year  are  performed  in  real 
property  trades  or  business  in  which  the  taxpayer 
materially  participates,  and  if  the  taxpayer  performs 
more  than  750  hours  of  services  during  the  taxable 
year  in  real  property  trades  or  business  in  which  the 
taxpayer  materially  participates.  The  term  real  prop- 
erty trade  or  business  means  any  real  property  devel- 
opment, redevelopment,  construction,  reconstruc- 
tion, acquisition,  conversion,  rental,  operation,  man- 
agement, leasing,  or  brokerage  trade  or  business. 
With  respect  to  a  closely  held  Subchapter  C  corpo- 
ration, the  requirements  are  satisfied  if  more  than 
50%  of  the  gross  receipts  of  such  a  corporation  for 
the  taxable  year  are  derived  from  real  property  trades 
or  businesses  in  which  the  corporation  materially 
participates. 

Interest  deductions  attributable  to  passive  activ- 
ities are  treated  as  passive  activity  deductions,  not  as 
investment  interest  (see  explanation  of  investment 
interest  under  the  subhead  that  follows).  Thus,  such 
interest  deductions  are  subject  to  limitation  under  the 
passive  activity  loss  rule,  not  under  the  investment 
interest  limitation.  Similarly,  income  and  loss  from 
passive  activities  generally  are  not  treated  as  invest- 
ment income  or  loss  in  calculating  the  amount  of  the 
investment  interest  limitation. 

To  the  extent  that  passive  activity  losses  are  not 
deductible  in  any  one  year,  they  are  carried  forward 
from  year  to  year.  They  may  be  deducted  in  subse- 
quent years  against  passive  activity  income.  When 
the  passive  activity  is  disposed  of,  the  losses  from 
prior  years  become  deductible  (offset  by  any  gain). 
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Investment  Interest 

The  allowable  deduction  for  interest  paid  by  a  tax- 
payer was  substantially  changed  by  the  TRA  '86. 
(See  also  Residence  Interest.) 

Investment  interest  means  interest  paid  or 
accrued  on  indebtedness  on  property  held  for  invest- 
ment. Interest  on  debt  used  to  purchase  or  hold  rental 
real  property  is  not  investment  interest.  If  the  tax- 
payer materially  participates  in  the  operation  of  the 
rental  property,  the  interest  is  incurred  on  a  trade  or 
business.  If  the  taxpayer  does  not  materially  partic- 
ipate in  the  operation  of  the  rental  property,  interest 
is  an  expense  in  computing  taxable  income  from  a 
passive  activity.  Property  subject  to  a  net  lease  is  not 
treated  as  investment  property  because  it  is  treated 
as  a  passive  activity  under  the  passive  loss  rules. 

The  deduction  for  investment  interest  is  limited 
to  the  amount  of  net  investment  income.  In  the  event 
the  net  investment  interest  exceeds  the  net  invest- 
ment income  in  any  one  year,  such  excess  is  carried 
forward  and  treated  as  investment  interest  in  the  suc- 
ceeding tax  year. 

Net  investment  income  means  the  excess  of 
investment  income  over  investment  expenses. 

Investment  income  includes  gross  income  from 
property  held  for  investment,  gains  attributable  to  the 
disposition  of  property  held  for  investment,  and 
gross  portfolio  income. 

Portfolio  income  includes  interest,  dividends, 
annuities,  and  royalties,  as  well  as  gain  or  loss  from 
the  disposition  of  income-producing  or  investment 
property  that  is  not  derived  in  the  ordinary  course  of 
trade  or  business. 

Investment  expenses  are  deductible  expenses 
(other  than  interest)  directly  connected  with  the  pro- 
duction of  investment  income. 


9 


Tax  Information     D-17 


Investment  Tax  Credit 

Low-Income  Housing 

Since  1987  a  tax  credit  has  been  allowed  for  invest- 
ments in  low-income  housing.  The  credit  may  be 
claimed  annually  for  a  period  often  years.  The  credit 
rate  is  set  so  that  the  annualized  credit  amounts  have 
a  present  value  of  70%  for  qualified  new  construction 
and  rehabilitation  expenditures  that  are  not  federally 
subsidized  and  a  30%  credit  for  other  qualifying  low- 
income  housing  expenditures.  Expenditures  qualify- 
ing for  the  30%  present  value  credit  consist  of  the 
cost  of  acquisition,  certain  rehabilitation  expendi- 
tures incurred  in  connection  with  the  acquisition  of 
an  existing  building,  and  federally  subsidized  new 
construction  or  rehabilitation  expenditures.  The  tax- 
payer's credit  amount  in  any  taxable  year  is  com- 
puted by  applying  the  appropriate  credit  percentage 
to  the  appropriate  qualified  basis  amount  in  such 
year. 

For  buildings  placed  in  service  in  1987,  the  credit 
percentages  are  9%  annually  over  ten  years  for  the 
70%  present  value  credit  and  4%  annually  over  ten 
years  for  the  30%  present  value  credit.  For  buildings 
placed  in  service  after  1987,  these  credit  percentages 
are  to  be  adjusted  monthly  by  the  Treasury  to  reflect 
the  present  values  of  70%  and  30%  at  the  time  the 
building  is  placed  in  service. 

The  qualified  basis  amounts  with  respect  to 
which  the  credit  amount  is  computed  are  determined 
as  the  proportion  of  the  eligible  basis  in  a  qualified 
low-income  building  attributable  to  the  low-income 
rental  units.  This  proportion  is  the  lesser  of  (1)  the 
proportion  of  low-income  units  to  all  residential 
units  or  (2)  the  proportion  of  floor  space  of  the  low- 
income  units  to  the  floor  space  of  all  rental  units. 
Generally,  in  these  calculations,  low-income  units 
are  those  units  presently  occupied  by  qualifying  ten- 
ants, whereas  residential  rental  units  are  all  units, 
whether  or  not  presently  occupied. 

D-18     Tax  Information 


Eligible  basis  consists  of  (1)  the  cost  of  new  con- 
struction; (2)  the  cost  of  rehabilitation;  or  (3)  the  cost 
of  acquisition  of  existing  buildings  acquired  through 
purchase  and  the  cost  of  rehabilitation,  if  any,  to  such 
buildings  incurred  before  the  close  of  the  first  taxable 
year  of  the  credit.  Only  the  adjusted  basis  of  the 
building  may  be  included  in  the  eligible  basis.  The 
cost  of  land  is  not  included. 

The  cost  of  residential  units  in  buildings  that  are 
not  low-income  units  may  be  included  in  the  eligible 
basis  only  if  such  units  are  not  above  the  average 
quality  standard  of  the  low-income  units.  Residential 
real  property  may  qualify  for  credit  even  though  a 
portion  of  the  building  in  which  the  residential  rental 
units  are  located  is  used  for  commercial  purposes.  No 
portion  of  the  cost  of  such  nonresidential  rental  prop- 
erty may  be  included  in  eligible  basis.  The  qualified 
basis  attributable  to  rehabilitation  expenditures  not 
claimed  in  connection  with  the  acquisition  of  an 
existing  building  must  equal  at  least  $3,000  per  low- 
income  unit  or  10%  of  the  building's  adjusted  basis, 
whichever  is  greater,  in  order  for  rehabilitation 
expenditures  to  qualify  for  the  credit. 

Residential  rental  projects  providing  low- 
income  housing  qualify  for  the  credit  only  if  ( 1 )  20% 
or  more  of  the  aggregate  residential  rental  units  in  the 
project  are  occupied  by  individuals  with  incomes  of 
50%  of  the  area  median  income  as  adjusted  for  fam- 
ily size,  or  (2)  40%  or  more  of  the  aggregate  residen- 
tial rental  units  in  the  project  are  occupied  by 
individuals  with  incomes  of  60%  or  less  of  the  area 
median  income  as  adjusted  for  family  size.  The 
owner  must  irrevocably  elect  the  minimum  set-aside 
requirement  at  the  time  the  project  is  placed  in  ser- 
vice. The  gross  rent  paid  by  families  in  units  included 
in  the  qualified  basis  may  not  exceed  30%  of  the 
applicable  qualifying  income  for  a  family  of  its  size. 
Gross  rent  is  to  include  the  cost  of  any  utilities  other 
than  telephone. 
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Subject  to  provision  for  correction  of  inadvertent 
noncompliance,  if  a  low-income  housing  project 
fails  to  continue  to  qualify  during  the  15-year  com- 
pliance period,  the  credits  allowed  in  the  prior  years 
are  recaptured.  Buildings  will  not  receive  credit  allo- 
cations unless  an  extended  low-income  housing 
agreement  is  entered  into  between  the  allocating 
agency  and  the  taxpayer.  The  extended  agreement 
would  be  for  an  additional  15  years  but  may  be  ter- 
minated if  the  taxpayer  requests  the  agency  to  find 
a  buyer  at  a  formula  price  contained  in  the  agreement 
and  the  agency  is  unable  to  do  so.  Notwithstanding 
termination,  the  taxpayer  may  not  increase  the  rent 
for  three  years  after  the  agreement  terminates.  The 
effect  of  this  is  to  extend  the  compliance  period  to 
18  years  if  the  allocating  agency  is  unable  to  find  a 
buyer  pursuant  to  a  request  received  one  year  before 
the  end  of  the  initial  15 -year  compliance  period.  If 
there  is  a  change  in  ownership  of  the  building,  this 
is  a  recapture  event  unless  the  seller  posts  a  bond  to 
the  Secretary  of  the  Treasury  in  a  satisfactory  amount 
to  ensure  compliance  during  the  balance  of  the  15- 
year  term.  For  partnerships  consisting  of  more  than 
35  individual  taxpayers  and  at  the  partnership' s  elec- 
tion, no  change  in  ownership  is  deemed  to  occur  pro- 
vided that  within  a  12-month  period  at  least  50%  in 
value  of  the  original  ownership  is  unchanged.  A  pur- 
chaser of  a  low-income  housing  project  is  eligible  to 
continue  to  receive  the  credits  based  upon  the  orig- 
inal qualified  basis. 

Limitations  are  placed  on  the  number  of  low- 
income  housing  projects  qualifying  for  the  credit  in 
each  state.  In  the  case  of  projects  financed  with  tax- 
exempt  bonds,  this  limitation  arises  on  account  of  the 
statewide  limitation  on  the  number  of  bonds  that  are 
financed  for  the  tax  exemption.  With  respect  to 
projects  not  financed  by  tax-exempt  bonds,  there  is 
a  procedure  for  the  state  to  approve  a  limited  number 
of  units.  The  annual  dollar  limit  for  each  state  on  the 
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total  amount  of  qualifying  projects  is  $1.25  for  each 
individual  resident  of  the  state. 

Rehabilitation  of  Nonresidential 
Buildings 

The  tax  credit  for  rehabilitation  expenditures  of  older 
nonresidential  buildings  was  modified  by  the  TRA 
'86  with  respect  to  property  placed  in  service  after 
December  31, 1986.  The  credit  age  is  20%  for  reha- 
bilitations of  certified  historic  structures  and  10%  for 
rehabilitation  of  buildings  other  than  certified  his- 
toric structures  originally  placed  in  service  before 
1936.  Expenditures  incurred  by  a  lessee  do  not  qual- 
ify for  the  credit  unless  the  remaining  lease  term  on 
the  date  the  rehabilitation  is  completed  is  at  least  as 
long  as  the  applicable  cost  recovery  period  under  the 
general  cost  recovery  rules. 

There  must  be  a  substantial  rehabilitation  requir- 
ing that  the  rehabilitation  expenditures  during  a  24- 
month  period  ending  on  the  last  day  of  the  taxable 
year  exceed  the  greater  of  the  adjusted  basis  of  the 
property  or  $5,000.  At  least  75%  of  existing  external 
walls,  as  well  as  75%  of  the  building's  interior  struc- 
tural framework  must  remain  in  place.  This  limita- 
tion does  not  apply  to  historic  structures. 
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EXCHANGE  AGREEMENTS 

Balancing  Equities 

Before  an  exchange  agreement  can  be  written,  the 
equities  of  both  parties  must  be  balanced. 

Case  1:  Two-Way  Exchange 

Jones  offers  to  exchange  his  property  at  101  Atlantic 
for  Brown's  property  at  505  Pacific. 

Jones'  property  has  an  FMV  (fair  market  value) 
of  $  1 00,000,  and  he  has  a  first  loan  of  $50,000,  giving 
him  an  equity  in  Atlantic  of  $50,000. 

Brown's  property  has  an  FMV  of  $200,000,  and 
he  owes  $30,000  on  it,  which  gives  him  an  equity  in 
Pacific  of  $170,000. 

Jones  proposes  to  obtain  a  new  loan  on  505 
Pacific  of  $130,000;  he  has  $15,000  cash  to  give  to 
Brown  and  proposes  to  execute  a  second  mortgage 
on  Pacific  in  favor  of  Brown  for  the  balance  of 
$5,000. 

Jones  Gives         Gets 


Atlantic  FMV                        $100,000 

Minus  existing  loan  balance    -50,000 

Equity  in  Atlantic 

$50,000 

Cash 

15,000 

2nd  mortgage  on  Pacific 

5,000 

Pacific  FMV                           200.000 

Minus  new  loan                    -130,000 

Equity  in  Pacific 

70,000 
$70,000 


Brown  Gives        Gets 

Pacific  FMV  $200,000 

Minus  existing  loan  balance   -30,000 
Equity  in  Pacific  170,000 

Atlantic  FMV  100,000 
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Minus  existing  loan  balance    -50,000 

Equity  in  Atlantic  50,000 

Proceeds  of  new  loan  on  1 30,000 

Pacific 

Minus  payoff  existing  loan     -30,000 

Net  loan  proceeds  1 00,000 

Cash  from  Jones  1 5,000 

2nd  mortgage  from  Jones  on 

Pacific  5,000 

$170,000  $170,000 

Case  2:  Three-Way  Exchange 

Uses  the  same  example  as  above  but  with  this  dif- 
ference: Brown  is  not  interested  in  Atlantic  but  wants 
to  cash  out.  A  buyer,  Smith,  offers  to  buy  Atlantic 
for  $100,000  on  the  following  terms:  $30,000  cash, 
conditioned  upon  Smith's  ability  to  assume  the 
$50,000  loan  and  with  Brown  to  carryback  a  second 
loan  on  Atlantic  for  the  balance  of  $20,000. 


Brown 

Gives 

Gets 

Pacific  FMV 

$200,000 

Minus  existing  loan  balance 

-30,000 

Equity  in  Pacific 

170,000 

Proceeds  of  new  loan  on 
Pacific 

130,000 

Minus  payoff  existing  loan 

-30,000 

Net  loan  proceeds 

100.000 

Cash  from  Jones 

15,000 

Cash  from  Smith 

30,000 

2nd  mortgage  from  Jones  on 
Pacific 

5,000 

2nd  mortgage  from  S  mith  on 
Atlantic 

20,000 

$170,000  5170,000 
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Case  3:  Four-Way  Exchange 

Use  the  example  of  Case  1  but  with  the  following 
complications:  Brown  wants  to  cash  out.  He  is  not 
interested  in  Atlantic.  Builder  Green  offers  a  prop- 
erty at  Sierra  Avenue  in  exchange  for  the  Atlantic 
property.  Green's  property  has  an  FMV  of  $80,000 
with  an  assumable  first  loan  of  $60,000.  Green  pro- 
poses to  pay  $30,000  cash  in  addition  to  his  $20,000 
equity  in  the  Sierra  property.  Green  would  acquire 
Atlantic  at  the  FMV  of  $100,000  and  assume  the 
$50,000  loan.  Brown  still  is  not  interested  in 
exchanging  but  says  he  would  sign  if  a  buyer  is  found 
for  the  Sierra  property,  provided  he  would  not  incur 
any  extra  expenses  on  account  of  the  exchange. 
Before  long,  buyer  Black  makes  an  offer  on  the 
Sierra  property  for  $80,000  with  $20,000  cash, 
assuming  the  $60,000  loan. 


B 


Brown 

Gives        Gets 

Pacific  FMV 

$200,000 

Minus  existing  loan  balance 

-30,000 

Equity  in  Pacific 

1 70.000 

Proceeds  of  new  loan  on 

Pacific 

130,000 

Minus  payoff  existing  loan 
Net  loan  proceeds 
Cash  from  Jones 

-30,000 

100,000 
15,000 

Cash  from  Green 

30,000 

Cash  from  Black 

20,000 

2nd  mortgage  from  Jones  on 
Pacific 

5,000 
$170,000  $170,000 

Tax-Deferred  Exchanges 

Tax-Deferred  Exchange  versus  Sale 
and  Purchase 

The  following  illustration  demonstrates  the  benefit 
of  a  tax-deferred  exchange  over  sale  and  purchase  of 
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real  estate  held  for  investment  or  for  productive  use 
in  trade  or  business. 

Case  1:  Sale  and  Purchase 

Assume  someone  sells  a  property  for  $800,000,  pur- 
chased a  number  of  years  earlier  for  $600,000,  and 
that  the  tax  basis  is  depreciated  down  to  $500,000. 
The  seller  would  have  a  federal  tax  liability  of 
$60,000  (20%  of  $300,000),  which  would  reduce  the 
sale  proceeds  available  for  reinvestment. 

Case  2:  Tax-Deferred  Exchange 

In  a  tax-deferred  exchange,  the  $60,000,  which 
would  otherwise  go  to  Uncle  Sam,  can  be  fully  used 
for  reinvestment,  provided  the  taxpayer  acquires 
like-kind  real  property  of  equal  or  greater  value,  held 
for  investment  or  for  productive  use  in  trade  or  busi- 
ness, and  provided  further  that  the  taxpayer  owes  at 
least  as  much  on  the  property  acquired  as  he  or  she 
owed  on  the  property  exchanged,  and  that  he  or  she 
did  not  receive  any  cash,  notes,  personal  property,  or 
other  assets  referred  to  as  boot. 

Internal  Revenue  Code  Section  1031 

Under  Internal  Revenue  Code  Section  1031,  gain  or 
loss  realized  is  not  recognized  (taxable)  in  an 
exchange  if  property  held  for  productive  use  in  trade 
or  business  or  for  investment  is  exchanged  solely  for 
property  of  like  kind  that  is  to  be  held  for  productive 
use  in  trade  or  business  or  for  investment. 

The  taxpayer,  however,  has  merely  deferred  (not 
avoided)  tax  on  nonrecognized  gain  realized  in  a  so- 
called  tax-deferred  exchange. 

Real  property  of  like  kind  includes  improved  and 
unimproved  property,  fixtures  and  leaseholds  with  a 
remaining  term  of  at  least  30  years.  (If  improved  real 
property  is  exchanged  for  unimproved,  gain  is  not 
recognized  except  for  that  portion  of  the  gain  treated 
as  ordinary  income  under  IRC  Recapture  rules  of 
Section  1250.) 
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The  Revenue  Reconciliation  Act  of  1989  pro- 
vides that  exchanges  between  U.S.  and  foreign  prop- 
erty are  no  longer  like  kind. 

Boot-Recognized  Gain 

Property  not  qualifying  as  like-kind  property,  if 
transferred  partly  in  exchange  for  like-kind  property, 
is  termed  boot  and  includes: 

1 .  Mortgage  boot  (existing  liens  on  the  properties 
exchanged) 

2.  Other  boot: 

a.  cash  (including  loan  proceeds); 

b.  third-party  notes; 

c.  notes  executed  in  escrow  by  one  of  the  par- 
ties to  the  exchange; 

d.  furniture,  equipment,  and  other  personal 
property  transferred  in  the  exchange; 

e.  dealer  property;  and 

f.  property  used  as  taxpayer's  residence. 

Gain  may  be  recognized  to  the  extent  of  the  fair 
market  value  of  such  boot.  (Rev.  Rul.  72-456, 1972- 
2,  C.B.  468  provides  that  in  determining  the  amount 
of  gain  to  be  recognized  by  the  taxpayer,  the  broker- 
age commission  paid  from  the  cash  boot  may  be 
deducted.) 

Because  various  kinds  of  boot  may  be  given  and/ 
or  received  in  such  a  partly  tax-deferred  exchange, 
the  rule  is  that  the  taxable  (recognized)  portion  of  the 
gain  realized  is  equal  to  the  net  boot  received.  How- 
ever, part  of  the  rule  is  that  mortgage  boot  received 
(mortgage  relief)  may  be  offset  by  other  boot  given, 
but  that  mortgage  boot  given  (new  or  assumed  mort- 
gages) may  not  be  offset  by  other  boot  received. 
Therefore,  the  mortgage  boot  must  be  netted  first 
before  the  other  boot  is  netted.  From  these  principles, 
the  following  formula  has  evolved  to  determine  the 
recognized  portion  of  the  gain  realized: 
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Recognized  Gain  =  (1)  Net  Mortgage  Relief* 
plus  Other  Boot  received  or  less  Other  Boot  given  or 
(2)  Gain  Realized,  whichever  is  lower. 

The  following  examples  illustrate  the  applica- 
tion of  the  above  formula: 

Example  1 


Jones 


Gives 


Gets 


Fair  market  values 

$10( 

3,000 

$200,000 

Less  existing  mortgages 

($25,000)  ($150,000) 

Equities 

$75,000 

$75,000 

Cash 

25,000 

Net  mortgage  relief 

(25,000-150,000) 

0 

Plus  other  boot  (cash)  received 

$25,000(1) 

Gain  realized  is  assumed  to  be 

$70,000  (2) 

Recognized  gain 

[the  lower  of  (1)  and  (2)] 

$25,000 

Example  2 


Brown 

Gives           Gets 

Fair  market  values 

$150,000    $200,000 

Less  existing  mortgages 

($120,000)  ($120,000) 

Equities 

$  30,000    $100,000 

Third-party  note 

70,000 

$100,000    $100,000 

Net  mortgage  relief 

(120,000-100,000) 

$  20,000 

Less  other  boot  given 

($70,000) 

0(1) 

Realized  gain  is  assumed  to  be                $60,000  (2) 

Recognized  gain 

[the  lower  of  (1)  and  (2)] 

$0 

*Net  Mortgage  Relief— Any  excess  of  existing  mortgages  on  the  real 
property  transferred  over  existing  mortgages  on  the  property  acquired. 
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Example  3 

Smith  Gives           Gets 

Fair  market  value  $250,000   $225,000 

Less  Existing  mortgages  ($130,000)  (100,000) 

Equities  $120,000   $125,000 

Furniture  40,000 

Cash  45,000 

$165,000   $165,000 

Smith  buys  the  furniture  for  $40,000  in  a  separate 
transaction  and  gives  $5,000  in  the  exchange,  thus 
eliminating  boot  on  one  side. 

Net  mortgage  relief  ($  1 30,000-  $30,000 

$100,000) 

Less  other  boot  given  ($5,000) 

$25,000(1) 

Realized  gain  is  assumed  to  be  $70,000  (2) 

Recognized  Gain 

[the  lower  of  ( 1 )  or  (2)]  $25,000 

Where  properties  of  unequal  equities  are 
exchanged,  recognition  of  gain  can  be  reduced  by 
avoiding  payment  of  cash  in  escrow.  This  can  be 
accomplished — as  illustrated  below — by  reducing 
the  loan  on  the  property  with  the  smaller  equity 
before  the  exchange  agreement  is  executed. 

Existing  Alternate 

Position  Position 

Jones       Smith       Jones       Smith 

Fair  market 

values  $  100,000  $  1 20,000  $  100,000  $  1 20,000 

Less  Loans  (40,000)  (90,000)  (40,000)  (60,000) 

Equities  60,000  30,000     60,000     60,000 

Cash  transfer  30,000  0 

Recognized  gain  $30,000  $20,000              0   $20,000 
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Regulation  1.1031  (b)-l(c)  provides  that  mort- 
gage boot  given  by  the  taxpayer  may  not  be  offset 
by  mortgage  boot  incurred  by  the  taxpayer  in  antic- 
ipation of  the  exchange.  There  is  some  court  author- 
ity that  would  permit  such  refinancing.  However, 
refinancing  should  not  be  undertaken  without  the 
advice  of  a  qualified  tax  professional. 

Transfer  of  Basis 

Transferring  the  basis  from  the  old  to  the  new  prop- 
erty becomes  more  complex  as  existing  loans  are 
involved  and  boot  of  various  kinds  is  given. 

Basis  of  New  Property  = 

Fair  market  value  of  new  property 
less  realized  gain 
plus  recognized  gain 

Basis  of  New  Property  = 

Adjusted  basis  of  old  property 

plus  boot  given 

plus  mortgages  on  new  property 

plus  recognized  gain 

less  boot  received 

less  mortgages  on  old  property 

The  following  examples  will  demonstrate  how — 
under  increasingly  complicated  conditions — bases 
are  transferred  and  to  what  extent  gain  is  recognized 
by  applying  the  above  formula. 

1 .  A  taxpayer  owns  a  real  property  free  and  clear 
with  an  adjusted  basis  of  $20,000  and  an  FMV 
(fair  market  value)  of  $30,000.  She  exchanges 
her  property  plus  $  1 0,000  boot  for  another  prop- 
erty of  like  kind  worth  $40,000. 

Realized  gain  =  $10,000 
Recognized  gain  =  None 
New  basis  =  $20,000  +  $10,000  =  $30,000 

2.  The  same  taxpayer  exchanges  her  property  for 
another  property  of  like  kind  worth  $40,000. 
This  time  she  gives  no  boot  but  assumes  a  loan 
of  $10,000. 
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Realized  gain  =  $10,000 
Recognized  gain  =  None 
New  basis  =  $20,000  +  $10,000  =  $30,000 

3.  The  same  taxpayer  exchanges  her  property  for 
another  property  of  like  kind  worth  $22,000  and 
receives  $8,000  boot. 

Realized  gain  =  $10,000 

Recognized  gain  =  $8,000 

New  basis  =  $20,000  +  $8,000  -  $8,000  = 

$20,000 

4.  A  taxpayer  owns  real  property  with  a  loan  bal- 
ance of  $15,000,  an  adjusted  basis  of  $20,000, 
and  an  FMV  of  $30,000.  He  exchanges  his  prop- 
erty for  another  property  of  like  kind  worth 
$50,000,  assuming  a  $30,000  loan  and  giving 
the  other  party  $5,000  boot. 

Realized  gain  =  $10,000 

Recognized  gain  =  None 

New  basis  =  $20,000  +  $5,000  +  $30,000  - 

$15,000  =  $40,000 

5.  A  taxpayer  owns  real  property  with  a  loan  bal- 
ance of  $15,000,  an  adjusted  basis  of  $20,000, 
and  an  FMV  of  $30,000.  He  exchanges  his  prop- 
erty for  another  property  of  like  kind  worth 
$  1 9,000,  assuming  a  loan  of  $  1 0,000  and  receiv- 
ing $6,000  boot. 

Realized  gain  =  $10,000 

Recognized  gain  =  $10,000 

New  basis  =  $20,000  +  $10,000  +  $10,000  - 

$6,000 -$15,000  =  $19,000 

Because  in  this  example  all  of  the  realized  gain 

is  recognized  (taxable),  there  is  no  tax  advantage 

of  an  exchange  over  a  sale  and  a  purchase. 

6.  A  taxpayer  owns  real  property  with  a  loan  of 
$10,000,  an  adjusted  basis  of  $20,000,  and  an 
FMV  of  $30,000.  He  exchanges  his  property  for 
another  property  of  like  kind  worth  $44,000, 
assuming  a  loan  of  $30,000  and  receiving 
$6,000  boot. 


D-30     Tax  Information 


Realized  gain  =  $10,000 

Recognized  gain  =  $6,000 

New  basis  =  $20,000  +  $30,000  +  $6,000  - 

$6,000  -  $10,000  =  $40,000 

Multiple  Exchanges 

It  is  highly  unlikely  that  two  property  owners  will 
wish  to  exchange  their  properties  with  each  owner 
retaining  the  property  received  from  the  other. 

The  usual  situation  arises  when  a  taxpayer,  own- 
ing Property  A,  wishes  to  make  a  tax-deferred 
exchange  for  Property  B,  owned  by  a  seller  who  is 
not  interested  in  Property  A. 

The  taxpayer  may  enter  into  an  exchange  agree- 
ment with  the  owner  of  Property  B,  conditioned  upon 
the  sale  at  a  specified  price  of  Property  A  to  a  third 
party  within  a  period  acceptable  to  the  owner  of 
Property  B. 

Supposing  the  owner  of  Property  B  is  unwilling 
to  wait  until  the  taxpayer  has  found  a  buyer  for  Prop- 
erty A.  May  the  taxpayer  still  make  a  tax-deferred 
exchange  of  Property  A  for  Property  B? 

The  answer  is  yes,  but  it  would  probably  be  nec- 
essary to  use  a  third-party  facilitator,  and  additional 
financing  will  be  required  until  Property  A  is  sold. 
The  taxpayer  may  enter  into  an  exchange  agreement 
with  a  facilitator  for  the  exchange  of  Property  A  for 
Property  B.  The  facilitator  could  purchase  Property 
B  and  make  a  simultaneous  exchange  with  the  tax- 
payer for  Property  A.  Alternatively,  the  facilitator 
could  purchase  Property  B  and  exchange  it  for  Prop- 
erty A  when  a  buyer  is  found  to  purchase  Property 
A.  In  either  event,  the  facilitator  will  need  funds  with 
which  to  purchase  Property  B .  The  funds  would  ordi- 
narily be  borrowed  and  repaid  from  the  sale  proceeds 
of  Property  A. 

In  an  alternative  situation,  the  taxpayer  receives 
an  acceptable  offer  to  purchase  Property  A  before  she 
has  located  a  suitable  Property  B .  Because  buyers  are 
often  hard  to  come  by,  the  taxpayer  may  enter  into 
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a  binder  agreement,  whereby  the  party  wishing  to 
purchase  Property  A  agrees  to  purchase  Property  B, 
to  be  selected  by  the  taxpayer  within  a  specified 
period,  and  then  exchange  it  with  the  taxpayer  for 
Property  A. 

Supposing  the  buyer  is  unwilling  to  wait  until  the 
taxpayer  has  found  Property  B .  May  the  taxpayer  still 
effect  a  tax-deferred  exchange  of  Property  A  for 
Property  B  and  allow  the  buyer  to  purchase  Property 
A  without  delay?  The  answer  is  yes — by  effecting  a 
delayed  exchange. 

Starker  Delayed  Exchanges 

The  term  Starker  Exchange  stems  from  the  famous 
1979  Starker  case,  in  which  T.  J.  Starker  survived  an 
IRS  attack.  The  case  was  legislatively  sanctioned  by 
the  TRA  '84  in  amending  Section  1031(a)  (3).  Final 
regulations  of  the  IRS  were  published  in  May  1991. 
The  rules  of  a  Starker  Exchange  are  outlined  in 
three  basic  steps: 

1 .  The  exchanger  finds  a  cash  buyer  for  the  smaller 
like-kind  property.  When  the  sale  closes,  the 
cash  must  be  held  by  a  third-party  qualified 
intermediary.  (If  the  seller  has  access  to  that 
cash,  called  constructive  receipt,  the  sale  pro- 
ceeds are  taxable  to  the  seller.) 

2.  Within  45  days  of  closing  the  sale,  the  exchanger 
must  designate  the  property  to  be  acquired,  with 
the  sales  proceeds  being  held  by  the  intermedi- 
ary (plus  any  cash  to  be  added). 

3 .  The  purchase  of  the  designated  property  must  be 
completed  within  1 80  days  after  selling  the  old 
property. 

A  Starker  delayed  exchange  agreement  should 
be  prepared  by  a  tax  or  real  estate  attorney. 

Definitions 

A  deferred  exchange  is  an  exchange  in  which,  pur- 
suant to  an  agreement,  the  taxpayer  {exchanger) 
transfers  property  held  for  productive  use  in  trade  or 
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business  or  for  investment  {relinquished  property) 
and  subsequently  receives  property  to  be  held  either 
for  productive  use  in  trade  or  business  or  for  invest- 
ment {replacement  property), 

A  deferred  exchange  is  entitled  to  the  same  ben- 
efits under  Section  103 1  as  a  simultaneous  exchange 
as  long  as  two  additional  requirements  are  met: 
(l)The  replacement  property  must  be  identified 
within  45  days  after  the  date  of  the  original  transfer 
of  the  relinquished  property  {identification  period); 
and  (2)  the  replacement  property  must  be  received 
within  180  days  of  the  transfer  of  the  relinquished 
property  or  before  the  due  date  (including  exten- 
sions) of  the  exchanger's  return,  whichever  occurs 
sooner  {exchange  period). 

NOTE:  It  is  important  that  the  documents  be 
drawn  properly  so  that  the  transaction  does  not 
appear  to  be  merely  a  sale  and  purchase.  The 
exchange  documents  should  be  drawn  by  an  experi- 
enced real  estate  or  tax  practitioner  and  not  by  the 
broker.  Brokers  involved  in  an  exchange  should  rec- 
ommend that  their  clients  be  represented  by  experi- 
enced real  estate  or  tax  counsel. 

Identification  of  Replacement  Property 

Replacement  property  received  after  the  end  of  the 
identification  period  must  be  identified  either  in  a 
written  document  signed  by  the  exchanger  and  hand 
delivered,  mailed,  telecopied,  or  otherwise  sent 
before  the  end  of  the  identification  period  to  the  per- 
son obligated  to  transfer  the  replacement  property  or 
any  other  person  involved  in  the  exchange  other  than 
the  taxpayer  or  a  disqualified  person.  The  replace- 
ment property  must  be  unambiguously  described  by 
a  legal  description,  street  address,  or  assessor's  par- 
cel number.  Any  replacement  property  received  by 
the  exchanger  before  the  end  of  the  identification 
period  is  deemed  to  have  been  timely  identified. 

The  maximum  number  of  replacement  proper- 
ties the  exchanger  may  identify  (regardless  of  the 
number  of  relinquished  properties  in  the  same 
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deferred  exchange)  are  either  (1)  three  properties 
without  regard  to  the  fair  market  values  of  the  prop- 
erties (the  three-property  rule)  or  (2)  any  number  of 
replacement  properties  as  long  as  their  aggregate  fair 
market  value  at  the  end  of  the  identification  period 
does  not  exceed  200%  of  the  aggregate  fair  market 
value  of  all  the  relinquished  properties  (the  200% 
rule).  If  more  properties  than  allowed  under  these 
two  rules  are  identified,  the  exchange  will  be  disal- 
lowed unless  the  exchanger  acquires  at  least  95%  of 
the  aggregate  fair  market  value  of  the  identified 
replacement  properties.  If  the  exchanger  receives 
like-kind  replacement  property  simultaneously  with 
the  disposition  of  the  relinquished  property,  that 
property  is  counted  as  replacement  property  for  the 
purpose  of  both  the  three -property  rule  and  the 
200%  rule. 

The  exchanger  may  revoke  a  designation  of  a 
replacement  property  at  any  time  before  the  end  of 
the  identification  period.  The  revocation  must  be  in 
a  written  document  signed  by  the  exchanger  and  sent 
before  the  end  of  the  identification  period  to  the  per- 
son to  whom  the  identification  was  previously  made. 
If  the  identification  was  made  in  a  written  agreement, 
then  the  revocation  must  be  made  in  a  written  amend- 
ment to  such  agreement  or  in  a  written  document 
signed  by  the  exchanger  and  sent  to  all  parties  to  the 
agreement  before  the  end  of  the  identification  period. 
If  a  revocation  is  timely  and  properly  made,  the 
exchanger  may  identify  new  replacement  properties, 
provided  that  the  total  number  of  identified  replace- 
ment properties  at  the  end  of  the  identification  period 
satisfies  either  the  three-property  rule  or  the 
200%  rule. 

Incidental  personal  property  (furniture  or  equip- 
ment) need  not  be  identified  separately  nor  counted 
separately  in  applying  the  three-property  rule  or  the 
200%  rule.  Personal  property  is  treated  as  incidental 
if  its  value  does  not  exceed  15%  of  the  value  of  the 
real  property  it  accompanies.  Even  if  personal  prop- 
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erty  is  treated  as  incidental  in  a  real  property 
exchange,  it  is  still  treated  as  money  or  other  prop- 
erty, and  the  exchanger's  gain  is  recognized  to  the 
extent  of  its  fair  market  value. 

The  replacement  property  received  must  be  sub- 
stantially the  same  property  as  the  property  that  was 
identified.  Although  substantially  is  not  defined,  the 
regulations  provide  an  example  in  which  the 
exchanger  acquires  a  parcel  with  a  size  and  value  of 
75%  of  the  property  identified.  Furthermore,  when 
the  identified  real  property  consists  of  real  property 
with  improvements  to  be  constructed,  that  property 
generally  qualifies  as  substantially  the  same  property 
even  if  improvements  are  not  completed  by  the  time 
the  property  is  received  by  the  exchanger. 

Actual  or  Constructive  Receipt 

Gain  is  recognized  to  the  extent  the  exchanger  is  in 
actual  or  constructive  receipt  of  money  or  other  non- 
like-kind  property.  An  exchanger  is  in  actual  receipt 
of  money  if  he  or  she  actually  receives  such  money 
or  receives  the  economic  benefits  thereof.  An 
exchanger  is  in  constructive  receipt  of  money  at  such 
time  as  money  is  credited  to  the  exchanger' s  account, 
set  apart  for  the  exchanger,  or  otherwise  made  avail- 
able so  the  exchanger  might  draw  upon  it  at  any  time. 
However,  if  the  exchanger's  control  over  the  receipt 
of  monies  is  subject  to  substantial  limitations  or 
restrictions,  then  the  exchanger  is  not  in  constructive 
receipt  of  such  monies.  If  such  restrictions  lapse, 
expire,  or  are  waived  before  the  exchanger  receives 
the  replacement  property,  the  exchange  is  disal- 
lowed. Although  the  term  substantial  restrictions 
and  limitations  is  not  defined,  an  exchange  agree- 
ment is  considered  suitably  restrictive  if  it  permits 
the  exchanger  to  receive  money  or  other  property 
only  at  the  following  times:  (1)  If  replacement  prop- 
erty is  not  identified,  then  after  the  end  of  the  iden- 
tification period;  (2)  If  replacement  property  is 
identified,  then  after  the  exchanger  has  received  all 
of  the  replacement  property  to  which  he  or  she  is  enti- 
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tied,  or  at  the  end  of  the  exchange  period.  In  addition, 
actual  constructive  receipt  of  money  by  an  agent  or 
the  exchanger  is  actual  or  constructive  receipt  by  the 
exchanger. 

Safe  Harbors 

The  regulations  allow  for  the  following  four  safe  har- 
bors to  avoid  actual  or  constructive  receipt,  which 
may  be  provided  for  in  the  exchange  agreement: 

1 .  Security  or  guaranty  arrangements 

2.  Qualified  escrow  accounts  and  qualified  trusts 

3.  Qualified  intermediaries 

4.  Interest  or  growth  factors 

Qualified  Intermediaries 

The  use  of  qualified  intermediaries  is  probably  the 
most  important  safe  harbor  in  the  regulations.  For  a 
person  to  be  a  qualified  intermediary,  the  following 
conditions  must  be  met: 

1.  He  or  she  may  not  be  a  related  party  to  the 
exchanger. 

2.  He  or  she  receives  a  fee  for  facilitating  the 
deferred  exchange. 

3.  He  or  she  acquires  the  relinquished  property 
from  the  exchanger  and  transfers  it  to  a  buyer. 

4.  He  or  she  acquires  the  replacement  property  and 
transfers  it  to  the  exchanger. 

Related  parties  include  the  exchanger's  spouse, 
ancestors,  descendants,  siblings,  entities  in  which  the 
exchanger  owns  at  least  10%  interest,  the  ex- 
changer's employees;  and,  under  certain  circum- 
stances, his  or  her  attorney  and  broker.  The  ex- 
changer's attorney  or  broker  is  not  considered  a 
related  party  if  his  or  her  only  relationship  with  the 
exchanger  is  as  a  provider  of  services  with  respect 
to  exchanges  of  property.  The  exchanger's  regular 
attorney  is  considered  a  related  party.  A  wide  range 
of  people  with  whom  the  exchanger  has  a  pre-exist- 
ing relationship  (such  as  business  associates,  aunts, 
uncles,  and  certain  in-laws)  qualify  as  qualified  inter- 
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mediaries.  Other  qualified  intermediaries  include 
financial  institutions  and  professional  exchange 
companies.  Exchangers  can  obtain  greater  security 
by  requiring  security  in  the  form  of  a  standby  letter 
of  credit  issued  by  a  financial  institution,  or  by  insist- 
ing that  the  exchange  proceeds  be  impounded  in  a 
qualified  escrow  account. 

The  regulations  permit  direct  deeding  when  the 
qualified  intermediary  safe  harbor  structure  is  used. 
The  exchanger  may  deed  the  relinquished  property 
directly  to  its  ultimate  buyer,  and  the  owner  of  the 
replacement  property  may  deed  that  property 
directly  to  the  exchanger.  Use  of  direct  deeding  saves 
transfer  taxes  and  avoids  exposing  the  intermediary 
to  risks  of  ownership. 

The  regulations  also  permit  assignment  to  the 
intermediary  of  the  agreement  to  sell  the  relin- 
quished property  and  the  agreement  to  purchase  the 
replacement  property  if  all  parties  to  the  agreement 
are  notified  of  the  assignment.  This  eliminates  the 
need  of  novation  of  these  agreements  by  a  supersed- 
ing exchange  agreement  and  enables  the  exchanger 
to  retain  the  intermediary  just  prior  to  close  of 
escrow. 

Important  Factors 

Regardless  of  the  timing  of  the  transactor  or  of  the 
form  in  which  the  transaction  is  set  up,  it  is  important 
to  specify  the  balances  of  the  encumbrances  on  the 
respective  properties  at  the  time  of  the  transaction 
and  the  expected  balances  at  the  time  of  closing  so 
that  the  mortgage  relief  may  be  properly  calculated, 
for  the  mortgage  relief  is  a  trap  for  the  unwary  in  an 
otherwise  tax-deferred  exchange  and  must  be  pro- 
tected against.  An  otherwise  tax-deferred  exchange 
might  generate  mortgage  relief. 

Proper  planning  can  eliminate  any  taxable  profit 
in  the  exchange.  For  example,  the  owner  of  Property 
A  may  pay  down  the  principal  of  the  encumbrance 
on  Property  A  so  there  is  no  mortgage  relief.  An  alter- 
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native  might  be  for  the  owner  of  Property  B  to  encum- 
ber his  or  her  property  further,  prior  to  consummation 
of  the  exchange  to  eliminate  mortgage  relief. 

One  can  see  that  in  order  to  accomplish  a  tax- 
deferred  exchange  with  its  attendant  benefits,  knowl- 
edge and  timing  are  prime  requisites,  together  with 
precise  analysis  of  all  factors  involved  in  the  trans- 
action. All  the  facts  relating  to  the  transaction  should 
be  thoroughly  analyzed,  and  the  agreement  should 
spell  out  all  the  elements  of  the  transaction  and,  espe- 
cially, as  mentioned,  the  intention  to  enter  into  a  tax- 
deferred  exchange  should  be  stated. 

The  "Qualified  Exchange  Accommodation 
arrangement"  (QEAA)  has  a  number  of  conditions 
spelled  out  in  Rev.  Proc.  2000-37. 

Installment  Sales 

The  taxpayer's  use  of  the  installment  sale  method 
under  Internal  Revenue  Code  Sec.  453  provides  a 
way  to  spread  tax  on  profit  from  the  sale  of  an  asset 
over  a  number  of  years.  This  avoids  paying  tax  on 
the  entire  gain  in  the  year  of  sale.  The  installment  sale 
method  is  used  unless  the  taxpayer  elects  not  to  use 
it  by  reporting  the  entire  gain  in  the  year  of  sale. 

Year  of  sale  is  usually  the  year  in  which  title 
passes.  Payments  during  the  year  of  sale  would 
include  the  down  payment  (in  whatever  form)  and 
the  principal  portion  of  installment  payments 
received  during  the  year.  In  the  event  that  property 
is  sold  subject  to  a  mortgage  that  exceeds  the  seller's 
basis,  the  difference  between  the  principal  amount  of 
the  mortgage  and  the  adjusted  basis  of  the  seller 
would  be  treated  as  a  payment  made  during  the  year 
of  sale. 

This  method  may  be  to  the  advantage  of  a  par- 
ticular client's  overall  tax  situation.  The  broker's 
task  is  not  to  advise  his  or  her  client  in  the  matter  but 
to  alert  the  client  to  the  fact  that  the  Internal  Revenue 
Code  provides  for  such  a  method  and  to  refer  the  cli- 
ent to  a  tax  consultant  for  advice. 
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The  installment  sale  method  is  not  available  to 
persons  classified  as  dealers  in  real  property. 

Realized  Gain 

Realized  gain  is  the  net  selling  price  (after  selling 
expense)  less  adjusted  basis. 

Contract  Price 

The  contract  price  is  the  gross  selling  price  (before 
commission)  less  mortgages  assumed  by  the  pur- 
chaser, except  to  the  extent  that  such  mortgages 
exceed  the  seller's  adjusted  basis. 

Reportable  Gain 

The  reportable  gain  in  each  year,  including  the  year 
of  sale,  is  equal  to  the  amount  paid  to  the  principal 
multiplied  by  the  realized  gain  and  divided  by  the 
contract  price. 

Gain  may  be  capital  or  ordinary.  If  the  sale 
resulted  in  capital  gain,  then  the  gain  portion  of 
installment  payments  in  subsequent  years  is  also  cap- 
ital gain,  and  vice  versa. 

If  a  portion  of  the  gain  is  ordinary  gain  due  to 
excess  depreciation  as  defined  in  Internal  Revenue 
Code  Section  1250,  then  the  entire  ordinary  gain 
must  be  reported  in  the  year  of  sale,  irrespective  of 
the  amount  received.  The  amount  thus  recognized  is 
added  to  the  basis  of  the  property  disposed  of  for  the 
purpose  of  determining  the  gross  profit  ratio  and  cal- 
culating how  much  of  each  installment  payment  is 
included  in  income. 

Computations 
Example 

Gross  selling  price  $100,000 

Commission  5,000 

Adjusted  basis  65,000 

Loan  balance  40,000 
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Purchaser  assumes  the  existing  loan  of  40,000 

Seller  takes  back  a  second  mortgage  of  34,000 

Down  payment  26,000 

Installment  payments  in  the  year  of 

sale  $  1 ,500  of  which  $  1 ,000  is  interest. 

Down  payment  $26,000 

Plus  principal  payments  in  year  of  sale  500 

Total  paid  to  principal  in  year  of  sale  $26,500 

Gross  selling  price  100,000 

Less  commission  5,000 

Net  selling  price  $95,000 

Less  adjusted  basis  65,000 

Realized  gain  $30,000 

Gross  selling  price  100,000 

Less  mortgage  assumed  by  purchaser  40,000 

Contract  price  $60,000 

Profit  Ratio  =  Realized  Gain  ■*  Contract  Price  = 

$30,000  *  $60,000  =  0.5 

Recognized  Gain  =  Profit  Ratio  x 

Principal  Payments  Received  = 

0.5  x  $26,500  =  $13,250 

Mortgages  Assumed  in 
Installment  Sales 

Any  amount  of  mortgage  assumed  or  taken  subject 
to  is  considered  part  of  the  initial  payments  in  install- 
ment sale  reporting  only  to  the  extent  that  the  mort- 
gage exceeds  the  adjusted  basis. 

Sellers  should  be  cautioned  that  in  the  event  the 
seller  encumbers  the  property  to  the  extent  of  the 
adjusted  basis  immediately  before  the  sale  with  the 
intention  of  obtaining  tax-free  cash,  the  IRS  may  take 
the  position  that  the  refinancing  is  undertaken  in  con- 
nection with  the  sale  and  should  therefore  be 
regarded  as  a  single  transaction,  and  that  conse- 
quently the  proceeds  from  the  refinancing  should  be 
considered  as  part  of  the  initial  payments. 
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Disposition  and  Hypothecation  of 
Installment  Sale  Contracts 

With  certain  limited  exceptions,  the  disposition  of 
the  note  or  contract  evidencing  the  deferred  pay- 
ments in  an  installment  sale  results  in  the  recognition 
of  gain  or  loss.  The  basis  of  the  note  or  contract  right 
is  the  amount  of  the  unrecovered  cost  of  the  property 
sold.  The  gain  or  loss  recognized  is  the  difference 
between  the  amount  received  for  the  obligation  and 
its  basis.  If  the  disposition  is  made  by  gift,  the  amount 
to  be  recognized  is  the  difference  between  the  basis 
of  the  obligation  and  its  fair  market  value  at  the  date 
of  the  gift. 

If  an  installment  obligation  is  used  as  collateral 
for  a  loan,  the  full  amount  of  the  loan  proceeds  is  con- 
sidered to  be  a  payment. 

The  transfer  of  an  installment  obligation  on 
account  of  the  death  of  a  seller  does  not  result  in 
immediate  recognition  of  gain.  There  are  also  excep- 
tions relating  to  various  tax-free  transfers  under  the 
Internal  Revenue  Code. 

Prepayment  of  Installment  Contract 
by  Buyer 

Ordinarily,  a  seller  is  not  required  to  accept  a  pre- 
payment under  an  installment  note  or  contract  that 
does  not  allow  prepayment  by  its  terms.  However,  a 
state  statute  may  permit  such  prepayment  and  sub- 
stantially diminish  the  tax  advantages  of  the  install- 
ment sale  to  the  seller.  For  example,  Sec.  2954.9  of 
the  California  Civil  Code  permits  a  buyer  to  prepay 
a  real  estate  loan  for  residential  property  of  four  units 
or  less  that  is  taken  back  by  the  seller  as  part  of  the 
purchase  price.  Under  the  statute  the  buyer  is  not  per- 
mitted to  make  such  prepayment  in  the  year  of  sale 
unless  the  seller  has  taken  back  four  or  more  such 
loans  during  that  calendar  year.  The  California  stat- 
ute permits  a  lender  to  charge  a  prepayment  penalty 
if  specified  in  the  note. 
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Imputed  Interest 

When  there  is  a  sale  of  property  and  a  portion  of  the 
sale  price  is  deferred,  interest  is  imputed  where  no 
interest  is  stated  or  where  the  interest  is  less  than  the 
minimum  allocable. 

Subject  to  the  limit  set  forth  below,  the  interest 
rate  is  equal  to  the  applicable  federal  rate.  When  the 
transaction  is  a  sale  and  leaseback  by  the  seller,  the 
imputed  interest  is  1 10%  of  the  applicable  federal  rate. 

The  applicable  federal  rate  depends  upon  the 
term  of  the  note.  There  is  a  rate  for  notes  due  in  three 
years  or  less,  one  for  notes  due  in  more  than  three 
years  but  not  more  than  nine  years,  and  one  for  notes 
due  in  more  than  nine  years.  The  rates  are  determined 
by  the  IRS  and  published  monthly.  The  lowest  rate 
in  effect  during  the  three-month  period  ending  on  the 
first  day  of  the  month  in  which  a  binding  contract  is 
executed  will  be  the  applicable  federal  rate  for  the 
transaction. 

Ordinarily,  both  the  buyer  and  seller  must  report 
the  interest  income  and  deductions  on  the  accrual 
method.  However,  when  the  principal  amount  does 
not  exceed  a  specified  statutory  maximum  and  when 
the  parties  jointly  elect,  the  seller  does  not  use  the 
accrual  method  of  accounting  and  is  not  a  dealer  with 
respect  to  the  property  sold.  Then  the  transaction 
may  be  reported  by  both  the  buyer  and  seller  on  the 
cash  method  of  accounting. 

Section  1 274  A  of  the  IRC  provides  that  when  the 
deferred  payment  does  not  exceed  $2.8  million, 
increased  by  inflation  adjustments  after  the  calendar 
year  1989,  the  maximum  interest  rate  is  9%.  Said  sec- 
tion provides  that  the  maximum  amount  permitted 
under  the  preceding  paragraph  for  use  of  the  cash 
method  is  $2  million,  which  is  also  adjusted  for  infla- 
tion after  1989.  In  1993,  the  inflation  adjusted 
amount  in  order  to  qualify  for  the  9%  limitation  was 
$3,332,400  and  the  maximum  amount  that  would 
quality  for  the  cash  method  of  accounting  was 
$2,380,300. 
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Personal  Residences 

Capital  Gain  Exclusion — An  individual  may  exclude 
from  income  up  to  $250,000  of  gain  ($500,000  on 
joint  returns)  realized  from  the  sale  or  exchange  of  a 
principal  residence,  provided  that  during  the  five- 
year  ownership  period  ending  on  the  date  of  the  sale 
or  exchange,  the  owner  has  occupied  the  property  for 
aggregating  periods  of  two  years  or  more.  The  exclu- 
sion may  not  be  used  more  frequently  than  once  every 
two  years  (Code  Sec.  121(b)). 

Qualified  residence  interest  is  deductible  as  an 
itemized  deduction  against  ordinary  income.  Quali- 
fied residence  interest  is  defined  as  interest  on  debt 
secured  by  either  the  taxpayer's  principal  residence 
or  a  second  residence  of  the  taxpayer. 

A  second  residence  is  a  residence  owned  by  the 
taxpayer  that  is  (1)  used  by  the  taxpayer  for  personal 
purposes  for  a  number  of  days  exceeding  the  greater 
of  14  days  or  10%  of  the  number  of  days  during  such 
year  as  such  unit  is  rented  at  fair  rental;  or  (2)  neither 
used  nor  rented  by  the  taxpayer  during  the  taxable  year. 

The  amount  of  interest  deductible  as  residential 
interest  is  limited  to  acquisition  indebtedness  or 
home  equity  indebtedness.  Acquisition  indebtedness 
means  indebtedness  incurred  in  acquiring,  construct- 
ing, or  substantially  improving  a  qualified  residence 
of  the  taxpayer  secured  by  such  residence.  The  term 
also  includes  any  indebtedness  secured  by  such  res- 
idence resulting  from  the  refinancing  of  indebted- 
ness meeting  the  requirements  of  the  definition,  but 
only  to  the  extent  that  the  amount  of  the  indebtedness 
resulting  from  such  refinancing  does  not  exceed  the 
amount  of  the  refinanced  indebtedness.  There  is  a 
$1  million  limitation  on  acquisition  indebtedness. 

Home  equity  indebtedness  is  indebtedness,  other 
than  qualified  acquisition  indebtedness  secured  by  a 
qualified  residence,  that  does  not  exceed  the  fair  mar- 
ket value  of  the  qualified  residence  less  the  amount 
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of  the  acquisition  indebtedness.  There  is  a  limit  of 
$100,000  on  home  equity  indebtedness. 

All  indebtedness  as  of  October  13,  1987,  is 
treated  as  acquisition  indebtedness,  and  the  $1  mil- 
lion limitation  does  not  apply.  Pre-October  13, 1987, 
indebtedness  also  includes  indebtedness  incurred  to 
refinance  such  debt.  However,  the  refinancing 
indebtedness  cannot  exceed  the  pre-October  13, 
1987,  indebtedness  existing  at  the  time  of  the  refi- 
nancing. The  foregoing  rule  with  respect  to  indebt- 
edness existing  on  October  13,  1987,  means  that 
interest  on  loans  existing  on  that  date  remains  fully 
deductible  if  the  loans  are  secured  by  a  qualified  res- 
idence. However,  as  the  principal  amount  of  the  loan 
is  paid  down,  if  the  refinancing  amount  exceeds  the 
amount  due  at  the  time  of  refinancing,  the  interest  is 
deductible  only  to  the  extent  that  it  qualifies  as  home 
equity  indebtedness  that  is  limited  to  $100,000.  This 
rule  with  respect  to  refinancing  also  applies  to  acqui- 
sition indebtedness  incurred  after  October  13,  1987, 
for  which  the  principal  amount  is  reduced  and  the 
principal  amount  of  the  refinancing  exceeds  the 
amount  of  the  reduced  principal. 

It  is  not  necessary  that  the  home  equity  indebt- 
edness be  the  subject  of  a  separate  loan.  The  principal 
amount  of  the  indebtedness  for  which  interest  is 
deductible  is  determined  by  adding  the  acquisition 
indebtedness  to  the  home  equity  indebtedness. 

However,  the  $1  million  limitation  on  acquisi- 
tion indebtedness  is  reduced  by  the  amount  of  out- 
standing pre-October  13,  1987,  indebtedness. 

Deductible  Expenses 

The  following  expenses  do  not  adjust  the  home- 
owner's basis  but  may  be  deducted  against  ordinary 
income: 

1.  Residence  interest  (both  primary  and  second 
homes) 

2.  Discount  points,  which  to  be  deductible  must: 
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•  show  on  settlement  statement  as  loan  origi- 
nation, loan  discount,  or  discount  points; 

•  be  computed  as  a  percentage  of  the  loan 
amount; 

•  conform  to  an  established  business  practice 
with  respect  to  home  financing  in  the  area  in 
which  the  residence  is  located  and  must  not 
exceed  the  amount  generally  charged  in  that 
market  area:  and 

•  be  paid  for  financing  a  principal  residence. 

NOTE:  In  March  1994.  the  IRS  announced  that 
homebuyers  would  be  permitted  to  deduct  points 
paid  on  their  behalf  by  sellers  for  a  mortgage  to  pur- 
chase their  principal  residence .  If  the  buyer  deducted 
points  paid  by  the  seller,  those  points  would  have  to 
be  subtracted  from  the  purchase  price  in  computing 
its  basis.  Buyers  who  purchased  after  1991  and  did 
not  deduct  any  seller  paid  points  should  contact  the 
IRS  about  obtaining  the  deduction. 

Points  are  deductible  over  the  term  of  the  loan 
if  paid  in  the  following  situations: 

•  for  refinancings  or  lines  of  credit; 

•  for  home  improvement  loans  when  the  amount 
borrowed  has  no  connection  with  an  acquisition 
of  a  principal  residence: 

•  for  loans  on  second  or  vacation  homes,  business 
or  investment  properties;  and 

•  in  connection  with  purchases  of  a  principal  res- 
idence that  are  allocable  to  a  loan  amount  exceed- 
ing the  SI  million  limit. 

Nondeductible  Expenses 

Acquisition  expenses  may  not  be  deducted  against 
ordinary7  income  but  are  added  to  the  basis .  Examples 
include  appraisal  fees,  credit  reports,  inspection  fees, 
title  fees,  attorney  fees,  property  taxes,  and  mortgage 
insurance  premiums. 
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Partial  Occupancy  by  Owner 

The  sale  of  a  small  residential  income  property,  par- 
tially occupied  by  the  owner,  can  result  in  both  cap- 
ital gain  and  a  nondeductible  loss.  The  sales  price  and 
the  basis  must  be  apportioned  to  the  owner' s  unit  and 
the  rental  portion  of  the  property.  Because  only  the 
rental  portion  of  the  property  is  depreciable,  the  basis 
allocated  to  the  owner's  unit  is  higher.  In  the  follow- 
ing example,  an  owner  occupied  one  of  three  flats 
that  he  bought  for  $75,000  and  sold  at  an  adjusted 
sales  price  of  $60,000. 

Total       Rental    Personal 

Adjusted  sales  price  $60,000   $40,000    $20,000 

Cost  basis  75,000     50,000      25,000 

Less  depreciation  12,000 

Adjusted  basis  38,000 

Gain  (or  loss)  2,000    (5,000)* 

Conversion  of  a  Personal  Residence  to 
Income-Producing  Property 

Homeowners  may  not  deduct  maintenance  ex- 
penses, nor  may  they  take  depreciation  deductions 
on  personal  residences.  However,  if  they  convert  a 
home  to  rental  property,  maintenance  expenses 
become  deductible  nonbusiness  expenses  under  IRC 
Sec.  212;  the  owners  may  also  take  depreciation 
deductions  while  the  property  is  held  for  the  produc- 
tion of  income  or  for  investment  under  IRC  Sec. 
167(a)  (2). 

However,  by  converting  a  home  to  rental  prop- 
erty, homeowners  may  lose  their  Section  121  exclu- 
sion. The  property  then  only  qualifies  for  non- 
recognition  of  gain  under  Section  103 1 .  (See  section 
on  Tax-Deferred  Exchanges.) 


*The  $5,000  loss  is  a  nondeductible  personal  loss  and  cannot  be  offset 
against  the  $2,000  gain  from  the  rental  portion  of  the  building. 
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Business  Use  of  a  Home 

Taxpayers  are  not  entitled  to  deduct  any  expenses 
for  using  their  homes  for  business  purposes  unless 
the  expenses  are  attributable  to  a  portion  of  the  home 
(or  separate  structure)  used  exclusively  on  a  regular 
basis  (1)  as  the  principal  place  of  business  by  the  tax- 
payer, or  (2)  as  a  place  of  business  used  by  patients, 
clients,  or  customers  in  meeting  or  dealing  with  the 
taxpayer  in  the  normal  course  of  business.  If  the  tax- 
payer is  an  employee,  the  business  use  of  the  home 
must  also  be  for  the  convenience  of  the  employer. 

For  tax  years  after  1998,  the  phrase  "principal 
place  of  business"  includes  a  place  of  business  that 
is  used  by  the  taxpayer  for  the  administrative  or 
management  activities  of  any  trade  or  business  of 
the  taxpayer.  If  there  is  no  other  fixed  location  where 
the  taxpayer  conducts  such  activities. 

Deductible  expenses  include  those  made  exclu- 
sively for  the  business  portion  of  the  home  and 
expenses  that  must  be  allocated  to  the  portion  of  the 
home  used  for  business,  such  as  utilities,  real  estate 
taxes,  insurance,  mortgage  interest,  and  so  on. 

In  addition,  deductions  for  S/L  depreciation 
may  be  claimed  on  the  business  portion  of  the  home, 
but  recaptured  for  any  depreciation  taken  after 
May  6,  1997. 

Tax  Savings  the  Homebuyer  Should 
Know  About 

The  tax  deductions  of  interest  and  property  taxes,  as 
well  as  reduction  of  the  principal  loan  amount,  can 
considerably  reduce  the  homeowner's  actual 
monthly  housing  cost,  depending  upon  his  or  her  tax 
bracket.  This  is  a  powerful  closing  argument  with  a 
buyer  who  finds  monthly  payments  excessive,  as  the 
following  example  illustrates.  (The  tax  benefits  as 
shown  in  the  example  are  only  applicable  if  the 
homeowner  itemizes  deductions.  The  allowed  stan- 
dard deduction  may  be  higher  than  the  actual  deduct- 
ible items.) 
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Loan  amount 

$80,000 

Term 

30  years 

Interest 

9% 

Monthly  payment 

$644 

Taxes 

$200/mo 

Insurance 

$40/mo 

Total  monthly  payment 

$884 

First  month's  interest: 

9%  x  80,000-12 

$600 

Property  taxes  per  month 

+200 

Total  tax  deduction  per  month 

$800 

Monthly  tax  savings  @  Client's  tax 

bracket  of  28%: 

$800  x  28% 

-224 

Effective  monthly  cost 

$660 

Monthly  equity  build-up  (See  Section  A, 

Equity  Build-Up  Tables) 

$80,000x0.683% -12 

-46 

Actual  monthly  cost 

$614 

Tax-Deductible  Moving  Expenses 

Certain  specified  expenses  connected  with  the  move 
to  a  new  principal  place  of  employment  are  deduct- 
ible. All  employees,  old  or  new,  reimbursed  or  unre- 
imbursed, are  treated  alike,  and  the  self-employed 
are  allowed  comparable  deductions  as  well. 

Deductible  expenses  include  cost  of  moving 
household  goods  and  personal  effects  and  the 
expense  of  traveling  (including  lodging)  from  the  old 
home  to  the  new  home  of  the  taxpayer  and  members 
of  his  or  her  household.  If  traveling  is  done  by  car, 
expenses  can  be  deducted  either  by  itemizing  or  by 
a  standard  deduction  of  the  appropriate  mileage 
allowance. 

The  foregoing  expenses  are  deductible  only  if  the 
new  principal  place  of  work  is  at  least  50  miles  far- 
ther from  the  old  residence  than  the  old  place  of  work 
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was.  This  distance  is  measured  by  the  shortest  of  the 
more  commonly  traveled  routes  between  two  points. 

The  taxpayer  must  be  employed  full-time  (not 
necessarily  by  one  employer  only)  at  the  new  loca- 
tion for  a  minimum  of  39  weeks  during  the  1 2  months 
following  the  move.  This  test  is  waived  if  employ- 
ment is  terminated  due  to  certain  circumstances 
beyond  his  or  her  control.  On  a  joint  return,  the 
deduction  is  allowed  if  either  husband  and/or  wife 
meet  this  39-week  test.  The  self-employed  must 
work  at  the  new  location  either  as  a  self-employed 
person  or  as  an  employee  for  at  least  78  weeks  during 
the  24  months  following  the  move  of  which  at  least 
39  weeks  must  be  during  the  first  12  months. 

Reimbursements  of  any  of  the  above  expenses 
must  be  included  in  the  taxpayer's  gross  income. 

Energy  Tax  Credit 

A  10%  energy  credit  is  allowed  to  a  business  for 
equipment  that  uses  solar  power  to  generate  electric- 
ity or  to  heat  or  cool,  and  for  equipment  to  produce, 
distribute,  or  use  geothermal  energy. 

Information  Reporting  on 
Real  Estate  Transactions 

The  TRA  '86  requires  that  certain  real  estate  trans- 
actions be  reported  to  the  IRS.  The  primary  respon- 
sibility for  reporting  is  on  the  person  or  entity 
responsible  for  closing  the  transaction,  including  any 
title  company  or  attorney  conducting  the  settlement. 
If  there  is  no  person  or  entity  responsible  for  closing 
the  transaction,  the  reporting  must  be  done  by  the 
mortgage  lender.  If  there  is  no  mortgage  lender,  the 
reporting  must  be  done  by  the  seller' s  broker.  If  there 
is  no  seller's  broker,  the  reporting  must  be  done  by 
the  buyer's  broker. 

Form  1099-S  is  used  to  report  the  necessary 
information.  The  provision  is  effective  for  real  estate 
transactions  closing  on  or  after  January  1,  1987. 
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To  receive  advance  notice  of  the 

next  Realty  Bluebook®  edition, 

please  e-mail  your  name  and  address 

to  robertdeheer@earthlink.net 

For  updates  to  the  current  edition, 

visit  the  Bluebook  Web  Page  at 

www.  realtybluebook.  com. 
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CHECKLISTS 

RESPA  Info  to  Lender  with 
Commitment  Request 

G    Copy  sales  contract 

□  Name  of  escrow  holder  with  buyers'  and 
sellers'  fees 

G    Name  of  title  company  with  buyers'  and 

sellers'  fees 
G    Commission  split  information 

□  Name,  address,  and  phone  number  of  buyer 
D    Request  lender  to  delete  from  seller's  copy  of 

advance  disclosure  statement  confidential 
information  of  concern  only  to  the  buyer  and 
vice  versa 
G    Request  lender  to  allow  agent  to  look  over 
advance  disclosure  statement  before  mailing  to 
principals 

□  Request  copy  of  statement  to  be  mailed  to 
broker 

O    Title  report,  if  available 

□  Pest  control  report,  if  available 
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Checklist  of  Buyer's  Closing 
Costs 

Nonrecurring  Costs 

□  Title  insurance  (where  payable  by  buyer) 

□  Escrow  fee  (where  applicable) 

□  Legal  fee  (where  applicable) 

□  Abstracting 

□  Survey  fee  (where  applicable) 
d  Loan  fee 

d  Appraisal  fee 

G  Tax  service 

□  Credit  report 

□  Notary  fee 

□  Recording  fee 

□  Pest  control  inspection 

□  Document  preparation  fee 
d  Review  fee 

□  Application  fee 

□  Underwriting  fee 

□  Courier  fee 

□  Verification  fee 
O  Warehousing  fee 

Recurring  Costs 

□  Hazard  insurance 

d    Trust  fund  or  impound  account 

□  Prorated  taxes  (if  paid  beyond  recordation) 

□  Prorated  interest  (if  charged  in  arrears,  to  end 
of  month;  if  charged  in  advance,  to  date  of  first 
payment) 

Credits,  if  any 

□  Prorated  taxes  (if  not  paid  to  recordation) 

□  Prorated  rents,  if  any 

□  Security  deposits  on  hand,  if  any 
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Checklist  of  Seller's  Closing 
Costs  and  Credits 

Costs 

□  Selling  commission 

□  Title  insurance  (where  payable  by  seller) 

□  Escrow  fee  (where  applicable) 

□  Survey  fee  (where  applicable) 
D  Legal  fee  (where  applicable) 

□  Abstracting 

□  Prepayment  penalty,  if  any 

□  State  or  local  revenue  stamps  or  transfer  tax,  if 
any 

D    Pest  control  inspection  fee,  in  case  of  VA  loan 
G    Pest  control  work,  if  any 

□  Recording  fee 

D    FHA  or  VA  points,  if  any 

□  Forwarding  fee 

□  Reconveyance  fees  (on  any  deeds  of  trust  to  be 
reconveyed) 

□  Notary  fee 

□  Prorated  taxes  (if  not  paid  to  date  of 
recordation) 

□  Personal  property  tax 

G    Interest,  if  paid  in  arrears  (from  date  of  last 
payment  to  date  of  recordation) 

□  Prorated  rents,  if  any 

d    Security  deposits  on  hand,  if  any 

Credits 

□  Interest,  if  paid  in  advance  (from  recordation  to 
date  of  next  loan  payment) 

□  Refund  existing  trust  fund  (impound  account), 
if  any 

O    Prorated  taxes  (if  paid  beyond  recordation) 
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Escrow  Checklist  for  Selling 
Broker 

□  Obtain  increase  of  deposit 

□  Open  an  escrow 

□  Order  credit  report  on  buyer  (if  required) 

□  Order  pest  control  inspection 

□  Order  other  inspections  (roof,  etc.,  if  required) 

□  Check  on  any  contingencies  to  be  eliminated 

□  Check  occupancy  permit 

□  Order  loan  commitment 

□  Assist  buyer  with  loan  application  and  submit 
to  lender 

□  Arrange  for  hazard  insurance 

□  Have  closing  instructions  prepared  and  signed 
by  buyer 

Escrow  Checklist  for  Listing 
Broker 

□  Notice  of  sale  to  multiple-listing  office 

□  Check  on  increase  of  deposit 

□  Examine  preliminary  title  report  and  assist  in 
eliminating  clouds  on  the  title,  if  any 

□  Check  on  any  contingencies  to  be  eliminated 

□  Request  title  or  escrow  company  to  order 
payoff  demand  or  statement  of  condition  and 
assumption  papers  from  lender(s) 

□  Check  with  selling  office  on  buyer's  loan 

□  If  income  property,  obtain:  rent  schedule,  rent 
due  dates,  security  deposits,  copies  of  leases, 
and  names  and  phone  numbers  of  tenants 

□  Have  seller's  instructions  prepared  and  signed 
O    If  seller  carries  a  second  loan,  have  seller 

record  a  request  for  copy  of  notice  of  default 
and  subscribe  to  a  tax  agency 

□  Obtain  seller's  future  address  and  phone 
number 
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Data  Checklist  for  ^ 

Single-Family  Dwellings 


1 

Date  information  was  obtained 

2 

3 

100 

Property  location 
Type  of  home 
OWNERSHIP 

101 

102 
103 

Owner's  name/address  (if  other  than 

above)  /residence  phone/business  phone 

Occupation 

Title  vested  in  (list  all  persons  having  an 

interest  in  the  title) 

104 
105 
106 
107 

To  inspect  property 
Acquisition  date/cost  of  acquisition 
Previously  listed/how  long/at  what  price 
Reason  for  selling/degree  of  urgency 

108 
200 

Date  occupancy  can  be  given 
LOCATION 

201 

Nearest  cross  street 

202 

District/subdistrict/tract 

203 
204 
205 

206 

Public  transportation 

Shopping  facilities 

Schools  (elementary,  junior  high,  high 

school,  college,  private) 

Churches 

207 

Recreational  facilities 

208 

View 

300 

SITE 

301 

Lot  size 

302 

Corner 

303 

Zoning 

304 
305 
306 
307 

Legal  description 

Utilities  and  street  improvements  in 

Yard  (front,  rear)/fenced/condition 

Patio/lanai 

308 
309 

Lawn  sprinklers 
Pool 

310 

Condition  of  grounds 
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400 

IMPROVEMENTS 

401 

Estimated  age 

402 

Style 

403 

Attached  or  detached 

404 

Type  and  quality  of  construction 

405 

Builder 

406 

Exterior  finish/condition 

407 

Stories/levels 

408 

Type  of  roof/condition 

409 

Basement 

410 

Garage/number  of  cars 

411 

Storage  space 

412 

Wiring  (1 10  or  220  volt)/condition 

413 

Plumbing  (copper  or  galvanized)/condition 

414 

Sewer 

415 

Type  of  heating 

416 

Air-conditioning 

417 

Insulation 

418 

Weather  stripping 

419 

Type  of  flooring 

420 

Window  screens 

421 

Storm  windows 

422 

Intercom  system 

500 

INTERIOR 

501 

Floor  plan 

502 

Square  footage  of  living  space 

503 

Number  of  bedrooms/sizes 

504 

Number  of  bathrooms/tubs/stall  showers/ 

over  tub  showers 

505 

Living  room/size/fireplace 

506 

Dining  room/size/separate  or  combination 

507 

Breakfast  room 

508 

Family  room/social  room 

509 

Kitchen/gas  or  electric/built-in  range  or 

oven/disposal/dishwasher/other 

510 

Laundry  room 

511 

Carpeting 

512 

Draperies 

513 

Other  personal  property  included/ 

inventory 
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514  Unusual  extras 

515  Interior  condition 

600  EXISTING  FINANCING 

(List  first  and  junior  liens) 

601  Loan  balance/as  of  what  date 

602  Monthly  payments  (taxes  and  insurance 
included) 

603  Interest  rate 

604  Lender/address/phone  number 

605  Loan  number 

605 -A  Loan  owned  by  FNMA 
605 -B  Blended  interest  rate 

606  Prepayment  penalty 

607  Transferable/assumption  fee/can  loan  be 
taken  subject  to 

608  Due  date/balloon  payment 

609  Original  amount/term/year  of  inception 

610  If  there  is  a  second  loan,  can  it  be  bought  at 
a  discount/what  discount? 

611  Improvement  bond/prepayment  penalty 

700  POTENTIAL  FINANCING 

701  Loan  commitment/amount/term/interest/ 
payments/loan  fee/lender 

702  Will  seller  pay  FHA  or  VA  points? 

703  Will  seller  help  finance/if  so,  amount/ 
interest/monthly  pay-off  rate/due  date? 

704  Is  seller  interested  in  installment  sale? 

800  COMPETITIVE  MARKET 
ANALYSIS 

801  For  sale  now 

802  Sold  past  year 

803  Expired  past  year 

900  PRICE 

901  Listed  price 

902  Predicted  probable  sale  price  (Use 
comparative  market  approach) 

903  Possible  rental  value 

904  Taxes 

905  Assessed  value 
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Condominium  Buyer's 
Checklist 


1. 


4. 
5. 
6. 

7. 


9. 
10. 

11. 
12. 
13. 


14. 


Hazard  and  liability  insurance  included  in  asso- 
ciation fee?  What  limits  of  liability? 
Amount  of  association  fee.  Is  fee  guaranteed 
fixed  for  a  certain  period? 
In  case  of  a  resale  unit,  check  with  the  associ- 
ation regarding  possible  problems  with  the  unit, 
such  as  unapproved  changes  or  alterations, 
delinquent  fees,  etc. 
Common  areas  owned  or  leased? 
Is  maintenance  budget  realistic? 
Obtain  comprehensive  listing  of  which  items 
are  standard  and  which  are  optional. 
If  purchase  includes  extras,  obtain  written  work 
orders  with  price  quotations  signed  by  a  respon- 
sible person. 

Check  completion  date  of  unit  and  common 
areas.  Are  penalties  provided  for  delay  in  com- 
pletion? 

Security:  intercom,  closed-circuit  TV? 
Parking  space  designated,  ample,  how  close  to 
unit?  Guest  parking? 
Storage  space  ample? 
Soundproofing  adequate? 
Warranties  covering  structural  defects,  equip- 
ment, systems,  and  appliances  in  effect  until 
what  date? 

In  case  of  a  conversion,  obtain  copy  of  engi- 
neer's  report  on  condition  of  building  and  its 
equipment  (roof,  foundations,  heating  and 
cooling  systems,  elevators,  plumbing,  and  elec- 
trical systems). 
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15.  Restrictions,  if  any,  on  owner's  right  to  resell? 
Does  the  association  have  the  right  of  first 
refusal? 

16.  Check  restrictions  imposed  by  the  declaration 
of  condominium  (children,  pets,  storage  of  rec- 
reational vehicles  or  boats  in  common  areas  or 
driveways,  advertising  signs,  architectural 
alterations,  etc.). 

Condominium  Documents 

H    CC&Rs  or  declaration  of  condominium  (also 
referred  to  as  master  regulations  or  master 
deed).  The  declaration  authorizes  the  board  of 
directors  of  the  owners'  association,  through 
the  bylaws,  to  manage  the  affairs  of  the 
development  with  regard  to  the  common  areas 
and  facilities. 

The  declaration  establishes  the  ratio  of 
each  unit  to  the  total  of  all  units  affecting  the 
assessments  for  common  expenses,  votes  in  the 
association,  and  real  estate  taxes  apportioned  to 
each  unit.  The  declaration  further  deals  with 
the  description  of  the  units  and  the  common  ar- 
eas, common  expenses,  the  owners'  and  the  as- 
sociation's obligations,  use  restrictions, 
options  in  case  of  partial  or  total  destruction, 
rules  for  amending  the  declaration,  remedies 
for  violation  of  the  declaration,  and  termination 
of  the  condominium  by  the  members. 

□  Bylaws  of  the  association  of  owners  set  forth 
certain  rules  and  regulations  for  the  internal 
government  of  the  condominium  development. 

□  Financial  statement  of  the  association. 

□  Operating  budget  and  schedule  of  monthly 
assessments. 

Regulatory  agreement,  used  only  in  FHA- 
financed  condominium  projects. 
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□  Engineer' s  report  on  condition  of  building  and 
equipment  in  case  of  a  condominium 
conversion. 

In  addition,  state  law  may  require  other  documents, 
such  as: 

□  Articles  of  incorporation  of  the  owners' 
association 

□  Final  subdivision  report 

Data  Checklist  for 
Manufactured  (Mobile)  Homes 

1  Date  information  obtained 

2  Property  location 

3  Type/brand  name 

100  OWNERSHIP 

101  Registered  owner(s) 

102  Legal  owner's  name/address/phone 
number 

103  Title  vested  in  (list  all  persons  having  an 
interest  in  title) 

104  Title  information/serial  number,  year, 
model,  license  number 

105  How  to  inspect  property 

106  Acquisition  date  and  cost 

107  If  previously  listed,  for  how  long  and  at 
what  price? 

108  Reason  for  selling/degree  of  urgency 

109  Date  occupancy  can  be  given 

200  LOCATION 

201  Name  of  park 

202  Address 

203  Space 

204  Public  transportation 

205  Shopping  facilities 

206  Schools  (elementary,  junior  high,  high, 
college,  private) 

207  Churches 

208  Recreation  facilities,  clubhouse,  pool, 
playground 
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300 

SITE 

301 

Park/poor,  standard,  excellent 

302 

Children 

303 

Pets 

304 

Number  of  spaces/%  occupancy 

305 

Space  rental  cost 

306 

Manager's  name  and  phone  number 

307 

Laundry/showers 

400 

IMPROVEMENTS 

401 

Estimated  age 

402 

Brand  name,  manufacturer,  year,  width, 

length 

403 

Construction  quality/economy,  average, 

good,  custom 

404 

Skirting 

405 

Patio  size 

406 

Carport  size 

407 

Window  awnings/number 

408 

Front  porch/size/awnings 

409 

Rear  porch/size/awnings 

410 

Hitch/detachable/missing 

500 

INTERIOR 

501 

Square  footage 

502 

Bedrooms 

503 

B  athrooms/sho  wer/tub 

504 

Living  room 

505 

Dining/breakfast  area 

506 

Kitchen/gas  or  electric 

507 

Appliances  and  equipment/refrigerator, 

range,  oven,  dishwasher,  disposal,  other 

508 

Air  conditioner/serial  number  and  tonnage 

509 

Furniture 

600 

EXISTING  FINANCING 

(List  all  loans) 

601 

Loan  balance/date 

602 

Monthly  payments 

603 

Interest  rate 

604 

Lender/address/phone  number 

605 

Loan  numbers 

606 

Prepayment  penalty 
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607  Transferable/assumption  fee/can  loan  be 
taken  subject  to 

608  Balloon  payment/due  date 

609  Original  amount/term/year  of  inception 

610  If  there  is  a  second,  can  it  be  bought  at  a 
discount? 

700  POTENTIAL  FINANCING 

701  Loan  commitment/amount/term/interest/ 
payments/loan  fee  lender 

702  Will  seller  pay  points? 

703  Will  seller  help  finance,  and  if  so,  under 
what  terms  and  conditions? 

800      COMPETITIVE  MARKET 
ANALYSIS 
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801 

For  sale  now 

802 

Sold  past  year 

803 

Expired  past  year 

900 

PRICE 

901 

Listed 

902 

Probable  sale  price 

903 

Possible  rental  value 

904 

Taxes 

Data  Checklist  for  Apartment 
Houses 

1  Date  information  was  obtained 

2  Property  location 

3  Number  of  units 
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100  OWNERSHIP 

101  Owner's  name/address/  residence  phone/ 
business  phone 

102  Owner's  occupation 

103  Property  operated  by  owner  or  manager/ 
manager's  duties 

104  Title  vested  in  (list  all  persons  having  an 
interest  in  the  tide) 

105  Adjusted  basis/depreciation  reduction/ 
depreciation  method/useful  life 

106  Owner's  tax  bracket/legal  status 

1 07  Owner' s  attorney/tax  counsel/accountant 

1 08  Resident  manager' s  name/apartment 
number/phone  number 

109  To  inspect  property 

1 10  Acquisition  date/cost  of  acquisition 

111  Previously  listed/how  long/at  what  price 

112  Reason  for  disposition/degree  of  urgency 

113  Investment  objective 

a.  Tax  shelter 

b.  Estate  building 

c.  Equity  return  (how  much) 

d.  Spendable  (how  much) 

e.  Other 

200  LOCATION 

201  Proximity  to  central  business  district 

202  Public  transportation 

203  Access  to  arterial  roads,  freeways,  etc. 

204  Shopping  facilities 

205  Churches 

206  Schools 

207  Recreational  facilities 

208  Other 

300  SITE 

301  Lot  size 

302  Zoning 

303  Legal  description 

304  Off-street  parking 

305  Pool 

306  Patios 
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307 

Lawn  sprinklers 

308 

Condition  of  grounds 

400 

IMPROVEMENTS 

401 

Builder 

402 

Age  of  building 

403 

Architectural  design 

404 

Number  of  stories 

405 

Type  of  construction 

406 

Type  of  roof/condition 

407 

Exterior  finish/condition 

408 

B  asement/f oundations 

409 

Storage  facilities  for  tenants 

410 

Laundry  facilities  (owned  or  leased) 

411 

Garbage  chutes 

412 

Elevator 

413 

Separate  meters 

414 

Wiring/condition 

415 

Plumbing  (copper  or  galvanized)/condition 

416 

Type  of  heating/age/condition 

417 

Air-conditioning/age/condition 

418 

Adequate  sprinklers  and  fireproofing 

system 

419 

Recent  pest  control  clearance 

420 

Interior  halls/type  of  floor  covering/ 

condition 

500 

APARTMENTS 

501 

View 

502 

Floors 

503 

Carpeting 

504 

Draperies 

505 

Stoves/built-in 

506 

Refrigerators 

507 

Dishwashers 

508 

Garbage  disposals 

509 

Bathrooms/tubs/showers  over  tub/stall 

showers 

510 

Amount  of  storage  space  and  closets 

511 

Intercom  system 

512 

TV  antenna/outlets 

513 

Fireplaces 

-14 
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514 
515 
516 
517 
518 

519 

520 


521 
600 


Decks/balconie  s/patios 

General  condition  of  apartments 

Furniture/condition 

Inventory  of  personal  property 

General  size  of  rooms  (large/average/ 

small) 

General  quality  of  interior  (deluxe/average/ 

economy) 

Typical  occupants/families/couples/single 

people/age  groups/occupation  (economic 

level) 

Other 

RENTALS 
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601  Totals  of  above  schedule 

602  Income  from  garages  and/or  laundry 

603  Scheduled  annual  gross  income  (based  on 
unfurnished  units;  adjust  if  furnished) 

604  Total  rent  loss  due  to  vacancies  last  12 
months  in  dollars 

605  Vacancy  factor  in  percent  of  scheduled 
annual  gross  income 

606  Last  two  or  three  years'  audited  rental 
income 

607  Normal  source  for  new  tenants 

608  Check  prepaid  rents,  security  deposits,  rent 
arrears,  side  agreements,  concessions 

609  Are  rents  comparable,  higher,  or  lower  than 
average  rents  of  similar  units  in 
neighborhood? 


Checklists     E-15 


700  EXPENSES 

701  Taxes 

702  Operating  license  fee 

703  Hazard  insurance/premium/coverage 

704  Liability  insurance/premium/coverage 

705  Workmen's  compensation  insurance 

706  Social  Security 

707  Electricity 

708  Gas 

709  Water 

710  Garbage  collection 

711  Sewer  service  charge 

712  Elevator  inspection  service 

713  Pool  maintenance  service 

714  Janitor  and/or  gardener 

715  Resident  manager' s  salary  or  rent 
allowance;  list  duties 

716  Legal  and  accounting  fees 

717  Administrative  management 

718  Reserve  for  maintenance,  repairs,  and 
supplies/does  property  show  signs  of 
substandard  maintenance/what  needs  to  be 
done  soon? 

719  Reserve  for  replacement  of  personal 
property /what  needs  replacement  soon? 

720  Are  expenses  in  keeping  with  similar 
expense  items  in  neighborhood? 

721  Other 

800  EXISTING  FINANCING 

(List  all  loans  on  real  and  personal  property) 

801  Loan  balance/as  of  what  date 

802  Monthly  payments,  including  taxes  and 
insurance 

803  Interest  rate 

804  Annual  debt  service/interest  payments/ 
equity  build-up 

805  Lender/address/phone  number 
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806  Loan  number 

807  Prepayment  penalty 

808  Loan  locked  in/until  when 

809  Transferable/assumption  fee/May  loan  be 
taken  subject  to? 

810  Due  date/balloon  payment 

811  Original  amount/term/year  of  inception 

812  If  there  is  a  second  loan,  can  it  be  bought  at 
a  discount/if  so,  what  discount? 

900  POTENTIAL  FINANCING 

901  Loan  commitment/amount/interest/term/ 
payments/loan  fee/lender 

902  Will  seller  help  finance/amount/interest/ 
payoff  rate/due  date? 

903  Is  seller  interested  in  installment  sale? 

1000  YIELD  COMPUTATION  ON  FIRST 
YEAR'S  INCOME 

1001  Gross  Potential  Income 

1002  Less      Vacancy  &  Credit  Loss 

1003  Equals  Gross  Effective  Income 

1004  Less      Operating  cost 

1005  Equals  Net  Operating  Income 

1006  Less      Annual  Debt  Service 

1007  Equals  Before  Tax  Cash  Flow 

1008  Less      Taxes 

1009  Equals  After  Tax  Cash  Flow 

1100  NEIGHBORHOOD  AND  MARKET 
ANALYSIS 

1101  Economic  level  of  people  in  area  (typical 
occupation)* 

1 102  Average  income  per  family/per  capita* 

1 103  Typical  family  size  in  area* 

1 104  Ratio  of  homeowners  to  tenants  in  area* 

1 105  Population  growth  in  area* 

1 106  Number  of  competitive  apartment  houses 
in  area 

*  For  sources  of  information,  contact  public  utility  companies,  lending 
institutions,  local  building  department,  chamber  of  commerce,  tele- 
phone company,  local  newspapers,  and  U.S.  Department  of  Commerce 
(Census  Bureau). 
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1 107  Level  of  rent  in  comparable  competitive 
buildings 

1 1 08  Gross  multipliers  of  comparable  properties 
recently  sold 

1200  PRICE 

1201  Listed  price 

1 202  Predicted  probable  sale  price/apply  average 
gross  multiplier  to  scheduled  annual  gross 
income  of  subject  property  /Make 
adjustments  for  higher  than  average  rents 
due  to  exceptionally  efficient  management 
and  for  lower  than  average  rents  due  to  poor 
management. 

1300  IMPORTANT  EXHIBITS 

1301  Preliminary  title  report  (Watch  for  and 
examine  covenants,  conditions,  and 
restrictions  on  record.) 

1302  Survey  report 

1303  Plot  plan 

1 304  Photographs  of  property 

1 305  Area  map  with  property  plotted 

1306  Recent  inspection  reports  (pest  control, 
roof,  heating  system,  elevators,  etc.) 

1 307  Certified  operating  statements  for  last  few 
years 

1308  Copies  of  leases  and  rental  agreements 

1 309  Copies  of  management  contracts 

1310  Inventory  of  personal  property 

1311  Statistical  reports  on  economic  and 
population  growth  of  area 

Data  Checklist  for  Office 
Buildings 

1  Date  information  was  obtained 

2  Property  location 

3  Number  of  stories 

100  OWNERSHIP 

101  Owner's  name/address/residence  phone/ 
business  phone 
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102  Owner's  occupation/is  owner  occupant  of 
property? 

103  Building  operated  by  owner  or  manager 

104  Title  vested  in  (list  all  persons  having  an 
interest  in  the  title)/ground  lease 

105  Adjusted  basis/depreciation  deduction/ 
depreciation  method/useful  life 

106  Owner's  tax  bracket/legal  status 

107  Is  owner  classified  as  dealer? 

1 08  Owner' s  attorney/tax  counsel/accountant 

109  Manager's  name,  address,  phone  number 

110  To  inspect  property 

111  Acquisition  date/cost  of  acquisition 

112  Previously  listed/how  long/at  what  price? 

113  Reason  for  disposition/degree  of  urgency 

114  Investment  obj  ecti  ve 

a.  Tax  shelter 

b.  Estate  building 

c.  Equity  return  (how  much) 

d.  Spendable  (how  much) 

e.  Other 

115  Sale  and  leaseback/tax-deferred  exchange/ 
installment  sale 

200  LOCATION 

201  Quality  of  location:  100%  location  (main 
business  section  in  town);  90%  location, 
etc. 

202  Proximity  to:  transportation/freeways/ 
financial  institutions/service  facilities/ 
restaurants/stores/etc . 

203  Parking  facilities  nearby 

204  Any  foreseeable  trends  toward  shift  in 
business  section? 

300  SITE 

301  Lot  size 

302  Corner 

303  Zoning 

304  Legal  description 

305  Off-street  parking 

306  Landscaping 
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400  IMPROVEMENTS 

40 1  Number  of  stories 

402  Basement/foundations 

403  Type  of  entrance  and  lobby 

404  Parking  garage  in  building 

405  Square  feet  of  rentable  office  space 

406  Number  of  offices 

407  Age  of  building 

408  Architectural  design 

409  Condition/functional  obsolescence 

4 1 0  Recent  pest  control  clearance 

411  Type  of  construction 

412  Type  of  roof/condition 

413  Exterior  finish/condition 

414  Type  of  floors/load  factors/floor  coverings/ 
condition 

415  Type  of  ceilings/concealed  lighting 

416  Ceiling  height 

417  Interior  halls/floor  coverings/condition 

418  Design/potential  for  altering  size  and 
layouts  of  offices 

419  Storage  facilities  for  tenants 

420  Elevators/automatic/service  elevators 

42 1  Wiring/voltages/condition 

422  Plumbing  (copper,  galvanized)/condition 

423  Size  of  windows 

424  View 

425  Lighting/intensity  level 

426  Type  of  heating/age/condition 

427  Air-conditioning/age/condition 

428  Ventilation 

429  Adequate  sprinklers  and  fireproofing 
system/fire  alarm  system 

430  Adequate  locks  and  burglar  alarm  system 

43 1  Toilet  facilities 

432  Special  equipment 

433  Special  facilities 
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501 
502 
503 
504 


600 

601 
602 
603 
604 
605 
606 
607 
608 
609 
610 
611 
612 
613 
614 


615 
616 


617 


Income  from  parking  garage 

Scheduled  annual  gross  income 

Last  few  years  audited  gross  income 

Are  rents  comparable,  higher,  or  lower  than 

average  rents  in  similar  buildings  with 

equal  location? 

EXPENSES 

Taxes 

Hazard  insurance 

Liability  insurance 

Worker's  compensation  insurance 

Social  Security 

Electricity 

Gas 

Water 

Garbage  collection 

Elevator  inspection  service 

Janitor/window  cleaning 

Manager/list  duties 

Legal  and  accounting  fees 

Adminstrative  management/leasing  fees/ 

signs  of  substandard  maintenance/what 

needs  to  be  done  soon? 

Replacement  reserve  for  personal  property 

Are  expenses  in  keeping  with  similar 

expense  items  in  comparable  buildings 

with  equal  location? 

Other 
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700  EXISTING  FINANCING 

(List  first  and  junior  liens) 

701  Loan  balance/as  of  what  date? 

702  Monthly  payments 

703  Interest  rate 

704  Annual  debt  service/interest  payments/ 
equity  build-up 

705  Lender/address/phone  number 

706  Loan  number 

707  Prepayment  penalty 

708  Loan  locked  in/until  when? 

709  Transferable/assumption  fee/may  loan  be 
taken  subject  to? 

710  Due  date/balloon  payment 

711  Original  amount/term/year  of  inception 

712  If  there  is  a  second  loan,  may  it  be  bought 
at  a  discount/if  so,  what  discount? 

800  POTENTIAL  FINANCING 

801  Loan  commitment/amount/interest/term/ 
payments/loan  fee/lender 

802  Will  seller  help  finance/amount/interest/ 
payoff  rate/due  date? 

803  Is  seller  interested  in  installment  sale? 

900  PRICE 

901  Listed  price 

902  Predicted  probable  sale  price/use 
capitalization  approach  (usually  for  lack  of 
sufficient  comparable  buildings)/make 
adjustments  for  above-average  income  due 
to  over-efficient  management  or  below- 
average  expenses  due  to  poor  management 

1000      IMPORTANT  EXHIBITS 
See  items  1301  through  1311 

Data  Checklist  for 
Commercial  Properties 

1  Date  information  was  obtained 

2  Property  location 

3  Type  of  property 
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100  OWNERSHIP 

101  Owner' s  name/address/residence  phone/ 
business  phone 

102  Owner's  occupation/is  owner  occupant  of 
property? 

103  Title  vested  in  (list  all  persons  having  an 
interest  in  title)/ground  lease 

104  Adjusted  basis/depreciation  deduction/ 
depreciation  method/useful  life 

1 05  Owner' s  tax  bracket/legal  status 

106  Is  owner  classified  as  dealer? 

1 07  Owner' s  attorney/tax  counsel/accountant 

108  To  inspect  property 

109  Acquisition  date/cost  of  acquisition 

1 10  Previously  listed/how  long/at  what  price? 

111  Reason  for  disposition/degree  of  urgency 

112  Investment  objective 

a.  Tax  shelter 

b.  Estate  building 

c.  Equity  return  (how  much) 

d.  Spendable  (how  much) 

e.  Other  property  to  occupy 

f.  Other 

113  Sale  and  leaseback/tax-def erred  exchange/ 
installment  sale 

200  LOCATION 

201  Median  strip/left- turn  lane 

202  Advertising  value  of  property 

203  Public  transportation 

204  Proximity  to  main  arteries  and  freeways 

205  Traffic  patterns/projected  streets/street 
widening 

206  If  shopping  center/neighborhood  center/ 
community  center/regional  center 

300  SITE 

301  Lot  size/square  footage  or  acreage 

302  Zoning 

303  Legal  description 
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304 

Deed  restrictions 

305 

Parking  lot/number  of  cars/paving/ 

condition 

306 

Access  for  loading 

307 

Landscaping 

308 

Room  for  expansion 

400 

IMPROVEMENTS 

401 

Square  footage/front  footage/depth/layout 

402 

Number  of  stories  or  levels 

403 

Basement/foundations 

404 

Use  restrictions,  if  any 

405 

Expansion  possibilities 

406 

Age  of  building 

407 

Architectural  design 

408 

Condition/functional  obsolescence 

409 

Recent  pest  control  clearance 

410 

Type  of  construction 

411 

Exterior  finish/condition 

412 

Type  of  roof/condition 

413 

Type  of  floors/condition/load  factor  of  each 

floor 

414 

Ceiling  height 

415 

Wiring/voltage 

416 

Lighting/intensity  level 

417 

Heating/age/condition 

418 

Air-conditioning/age/condition 

419 

Number  and  location  of  toilets 

420 

Adequate  sprinklers  and  fireproofing 

system 

421 

Adequate  locks/burglar  alarm 

422 

Any  special  equipment? 

423 

Loading  dock  height 

500 

INCOME 

501 

Lessee's  name/original  or  sublessee? 

502 

Type  of  business/how  long  in  business? 

503 

Capital 

504 

Dun  &  Bradstreet  rating 

505 

Bank  reference 
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506  Other  financial  and/or  credit  information  1 

507  Monthly  rent/monthly  rent  per  square  foot/ 
per  front  foot 

508  Percentage  lease/method  of  computing 
coverage 

509  Overage  last  few  years 

510  Number  of  years  remaining  on  lease/option 
to  renew,  at  what  rent? 

511  Tax  clause  in  lease 

512  Owner  responsible  for  exterior 
maintenance 

513  Other  terms  of  lease  (including  option  to 
buy,  option  to  renew,  right  of  first  refusal) 

5 14  Annual  gross  income 

600  EXPENSES 

601  Taxes  (assessed  value  land  and 
improvements) 

602  Hazard  and  liability  insurance 
(classification)/coverage/premium 

603  Services 

604  Utilities 

605  Salaries 

606  Reserve  for  maintenance  and  repairs/signs 
of  substandard  maintenance/what  needs  to 
be  done  soon? 

607  Promotion 

608  Legal  and  accounting  fees 

700  EXISTING  FINANCING 
(List  first  and  junior  liens) 

701  Loan  balance/as  of  what  date 

702  Monthly  payments 

703  Interest  rate 

704  Annual  debt  service/interest  payments/ 
equity  build-up 

705  Lender/address/phone  number 

706  Loan  number 

707  Prepayment  penalty 

708  Loan  locked  in/until  when 

709  Transferable/assumption  fee/may  loan  be 
taken  subject  to? 
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710  Due  date/balloon  payment 

7 1 1  Original  amount/term/year  of  inception 

712  If  there  is  a  second  loan,  may  it  be  bought 
at  a  discount/if  so,  what  discount? 

800  POTENTIAL  FINANCING 

801  Loan  commitment/amount/interest/term/ 
loan  fee/lender 

802  Will  seller  help  finance/amount/interest/ 
pay-off  rate/due  date? 

803  Is  seller  interested  in  installment  sale? 

900  AREA  SURVEY 

901  Traffic  count  in  front  and  at  nearest 
intersection  (per  day,  week,  month,  year) 

902  Distance  to  nearest  competitive  business 

903  Estimated  number  of  families  within 
service  radius  of  business* 

904  Average  family  size* 

905  Average  income  per  family* 

906  Trend  of  population  growth* 

907  Is  area,  district,  or  street  deteriorating?* 

*F or  sources  of  information  contact  public  utility  companies,  chamber 
of  commerce,  lending  institutions,  local  building  department,  telephone 
company,  local  newspapers,  and  U.S.  Department  of  Commerce 
(Census  Bureau) 

1000  IMPORTANT  EXHIBITS 

1001  Preliminary  title  report  (watch  for  and 
examine  covenants,  conditions,  and 
restrictions  on  record) 

1002  Survey  report 

1003  Plot  plan 

1 004  Photographs  of  property 

1005  Area  map  with  property  plotted 

1006  Recent  inspection  reports  (pest  control, 
roof,  heating  system,  elevators,  etc.) 

1007  Certified  operating  statements  last  few 
years 

1008  Copies  of  leases  and  rental  agreements 

1 009  Copies  of  management  contracts 

1010  Inventory  of  personal  property 

1011  Statistical  reports  on  economic  and 
population  growth  of  area 
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Data  Checklist  for 
Industrial  Properties 

1  Date  information  was  obtained 

2  Property  location 

3  Type  of  property/present  use/highest  and 
best  use 

100  OWNERSHIP 

101  Owner' s  name/address/residence  phone/ 
business  phone 

1 02  Owner' s  occupation 

103  Is  owner  occupant  or  absentee  owner? 

104  Title  vested  in  (list  all  persons  having  an 
interest  in  the  title)/ground  lease 

105  Adjusted  basis/depreciation  deduction/ 
depreciation  method/useful  life 

106  Owner's  tax  bracket/legal  status 

107  Is  owner  classified  as  dealer? 

108  Owner's  attorney/tax  counsel/accountant 

109  To  inspect  property 

110  Acquisition  date/cost  of  acquisition 

111  Previously  listed/how  long/at  what  price? 

112  Reason  for  disposition/degree  of  urgency 

113  Investment  objective 

a.  Tax  shelter 

b.  Estate  building 

c.  Equity  return  (how  much) 

d.  Spendable  (how  much) 

e.  Other  property  to  occupy 

f.  Other 

114  Sale  and  leaseback/tax-def erred  exchange/ 
installment  sale 

200  LOCATION 

201  Proximity  to  nearest  city  or  metropolitan 
area 

202  Proximity  to  major  highways,  freeways, 
etc. /high way  weight,  height,  and  length 
limitations  of  vehicles 

203  Advertising  value  of  property 

204  Railroad  sidings/spots/team-track  service 
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205  Trucking  services/availability /rates/ 
schedules 

206  Access  to  waterways 

207  Proximity  to  airport 

208  Proximity  of  raw  material  sources/delivery/ 
storage 

209  Nature  of  industry  in  area 

210  Proximity  of  research  facilities  or  a  major 
university 

211  Proximity  of  major  Defense  Department 
contractors  or  other  prime  contractors 

212  Proximity  of  maj  or  markets 

213  Radius  of  overnight  shipping 

214  Public  transportation 

215  Proximity  of  motels,  hotels,  restaurants 

300  COMMUNITY 

301  Community  acceptance  of  industry /attitude 
of  local  officials 

302  State  and  local  tax  structure  and  assessment 
policies 

303  Local  government's  financial  status/ 
budget/per  capita  debt/sources  of  revenue 

304  School  districts/water,  sewage,  and 
drainage  districts/park  and  library  districts 

305  Police  department/personnel/crime  rate 

306  Fire  department/number  of  stations/ 
personnel/rating 

307  Medical  and  hospital  facilities 

308  Insurance  classification 

309  Adequate  supply  of  housing,  schools, 
recreation,  churches,  universities, 
libraries* 

310  Road  maintenance 

400  POPULATION 

40 1  Present  population  of  area* 

402  Average  income  per  family  and  family 
size* 

403  Present  sources  of  income  in  percentages 

a.  Industry 

b.  Farming 

c.  Government 
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d.  Military 

e.  Other 

404  Population  growth  trend* 

405  Projected  growth,*  due  to  new  industries 
(list),  new  military  contracts  or  bases,  new 
tracts,  freeways,  rapid  transit,  other 

*For  sources  of  information,  contact  public  utility  companies,  chamber 
of  commerce,  lending  institutions,  local  building  department,  local  plan- 
ning commissions,  U.S.  Army  Corps  of  Engineers,  U.S.  Department  of 
Commerce  (Census  Bureau),  telephone  company,  and  local  newspapers. 

500  CLIMATE  AND  NATURAL 
HAZARDS 

501  Temperatures/average/minimum/ 
maximum 

502  Average  length  of  frost  period 

503  Rainfall  in  inches/rainy  season 

504  Humidity/average/minimum/maximum 

505  Fog  conditions 

506  Fire  hazards 

507  Storm  hazards 

508  Inundation  hazards 

509  Earthquake  faults 

600  LABOR  MARKET 

601  Total  estimated  employment* 

602  Breakdown:*  agriculture/construction/ 
manufacturing/transportation/trade/ 
finance/insurance/real  estate/service/ 
government/military 

603  Availability  of  skilled  and  unskilled  labor* 

604  Union  or  nonunion/history  of  strikes* 

605  Wage  rates/hours  overtime/fringe 
benefits* 

*  For  sources  of  information,  contact  the  Census  Bureau,  U.S.  Depart- 
ment of  Commerce. 

700  SITE 

701  Lot  dimensions  and  square  footage,  shape, 
plot 

702  Size  of  off-street  loading,  parking,  and 
expansion  areas 

703  Zoning/heavy  or  light  industry/foreseeable 
shift  in  zoning 
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704  Building  code  requirements 

705  Legal  description 

706  Easements 

707  Deed  restrictions  and  covenants:  use/ 
construction/zoning/setbacks/signs/ 
parking/storage/waste  disposal/ 
maintenance  of  building  grounds/loading 

708  Topography/grading  needed/cost  of 
grading 

709  Elevation  relative  to  highest  known  high 
water  level 

710  Soil/load-bearing  characteristics/subsoil/ 
depth  to  bedrock/depth  to  groundwater 

711  Drainage/natural  run-off  capacity  for 
industrial  waste/need  for  artificial 
drainage/need  for  flood  protection 

712  Type  of  paving/condition 

713  Landscaping 

800  IMPROVEMENTS 

801  Building  dimensions  and  square  footage/ 
layout/stories 

802  Office  dimensions  and  square  footage/ 
number  of  private  offices/condition 

803  Expansion  possibilities/master  plan  for 
development 

804  Adaptability  for  various  uses 

805  Age  of  building 

806  Architectural  design 

807  General  condition  of  building/functional 
obsolescence 

808  Type  of  construction  (tilt-up,  concrete, 
concrete  blocks,  corrugated  metal,  other) 

809  Building  code  classification  of  structure 

810  Type  of  roof/condition 

8 1 1  Type  of  floors/condition/load  factor 

812  Ceiling  height 

8 1 3  Clear  span  or  posts/column  space 

8 1 4  Floor/truss  clearance 

815  Number  of  skylights/sizes 

816  Exhaust  vents 
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817  Wiring/voltage/amps/H.P. 

818  Lighting/intensity  level 

819  Number  of  drains 

820  Number  and  location  of  toilets 

82 1  Adequate  sprinkler  and  fireproofing  system 

822  Adequate  locks/burglar  alarm 

823  Number  of  truck  doors/size 

824  Number  of  rail  doors/interval 

825  Dock  height/excavated  loading  dock/ 
covered 

900  UTILITIES  AND  FUEL 

90 1  Power/availability/capacity/connections/ 
rates 

902  Gas/availability /capacity/storage  factors/ 
connections/rates 

903  Water/source/capacity/pressure/rates/ 
chemical  analysis 

904  Telephone 

905  Cost  of  coal  and  oil 

1000  EQUIPMENT 

1 00 1  Number  of  freight  elevators/size/capacity/ 
passenger  elevator 

1002  In-plantrail 

1003  Cranes/type/capacity  in  tons/clearance 

1 004  Type  of  heating 

1 005  Air-conditioning 

1006  Boiler(s)/type/rating  in  BTUs 

1007  Air  and  steam  lines 

1008  Transformers/capacity/location/bus  ducts 

1009  Auxiliary  power  generator 

1010  Condition  of  equipment/obsolescence 

1100  INCOME 

1101  Lessee's  name/original  or  sublessee 

1 102  Type  of  business/how  long  in  business? 

1103  Capital 

1 104  Dun  &  Bradstreet  rating 

1105  B  ank  reference 

1 106  Other  financial  and/or  credit  information 

1107  Monthly  rent 
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1108  Number  of  years  remaining  on  lease/option 
to  renew,  at  what  rent? 

1 109  Tax  clause  in  lease 

1110  Owner  responsible  for  exterior 
maintenance 

1111  Other  terms  of  lease  (including  option  to 
buy,  option  to  renew,  right  of  first  refusal) 

1112  Annual  gross  income 

1200  EXPENSES 

1201  Taxes  (assessed  value  land  and 
improvements) 

1202  Hazard  and  liability  insurance 
(classification)/coverage/premium 

1 203  Reserve  for  maintenance  and  repairs/signs 
of  substandard  maintenance/what  needs  to 
be  done  soon 

1204  Legal  and  accounting  fees 

1205  Other 

1300  EXISTING  FINANCING 

(List  all  loans  on  real  property  and 
equipment) 

1 30 1  Loan  balance/as  of  what  date 

1302  Monthly  payments 

1303  Interest  rate 

1304  Annual  debt  service/interest  payments/ 
equity  build-up 

1 305  Lender/address/phone 

1306  Loan  number 

1 307  Prepayment  penalty 

1 308  Loan  locked  in/until  when 

1 309  Loan  transferable/assumption  fee 

1310  Due  date/balloon  payment 

1311  Original  loan  amount/term/year  of 
inception 

1312  If  there  is  a  second  loan,  may  it  be  bought 
at  a  discount/what  discount 

1400  POTENTIAL  FINANCING 

1 40 1  Loan  commitment/amount/interest/term/ 
payments/loan  fee/lender 
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1402  Will  seller  help  finance/amount/interest/ 
payoff  rate/due  date? 

1403  Is  seller  interested  in  installment  sale? 

1500  PRICE 

1501  Listed  price/price  per  acre 

1502  Price  range  per  acre  of  comparable  sites 
recently  sold 

1503  Predicted  probable  sale  price 

1600  IMPORTANT  EXHIBITS 

1601  Preliminary  title  report  (watch  for  and 
examine  covenants,  conditions,  and 
restrictions  on  record) 

1602  Survey  report 

1603  Plot  plan 

1 604  Photographs  of  property 

1605  Area  map  with  property  plotted 

1606  Recent  inspection  reports  (pest  control, 
roof,  heating  system,  elevators,  etc.) 

1607  Certified  operating  statements  last  few 
years 

1608  Copies  of  leases  and  rental  agreements 

1 609  Copies  of  management  contracts 

1610  Inventory  of  personal  property 

1611  Statistical  reports  on  economic  and 
population  growth  of  area 

Data  Checklist  for  Motels 

1  Date  information  was  obtained 

2  Name  of  motel 

3  Property  location 

4  Number  of  units 

5  Type/resort  motel/roadside  motel/ 
perimeter  motel/in-city  motel 

100  OWNERSHIP 

101  Owner' s  name/address/residence  phone/ 
business  phone 

1 02  Owner' s  occupation 

103  Motel  operated  by  owner  or  manager? 

104  Franchise  chain/motel  chain 
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105  Independent  operator/affiliation  with 
recommending  organization 

106  Title  vested  in  (all  persons  having  an 
interest  in  the  title) 

107  Adjusted  basis/depreciation  deduction/ 
depreciation  method/useful  life 

108  Owner's  tax  bracket/legal  status 

109  Is  owner  classified  as  dealer? 

1 10  Owner's  attorney/tax  counsel/accountant 

1 1 1  Manager' s  name/phone 

112  To  inspect  property 

113  Acquisition  date 

114  Acquisition  cost/land/construction/ 
furniture  and  fixtures/total 

1 15  Previously  listed/how  long/at  what  price? 

116  Reason  for  disposition/degree  of  urgency 

117  Investment  objective 

a.  Tax  shelter 

b.  Estate  building 

c.  Equity  return  (how  much) 

d.  Spendable  (how  much) 

e.  Other  motel  to  operate 

f.  Other 

118  Sale  and  leaseback/tax-def erred  exchange/ 
installment  sale/sale  of  an  operating  lease 

200  GROUND  LEASE 

201  Ground  rent 

202  Expiration  date  of  lease 

203  Option/what  rent/length  of  option? 

204  Subordination  clause  in  lease 

205  Who  pays  land  taxes/amount? 

206  Summary  of  lease  terms 

207  May  land  be  purchased/when/at  what 
price? 

300  LOCATION 

301  Traffic  counts  per  day,  week,  month,  year, 
season 

302  Traffic  patterns/present  road  conditions/ 
projected  road  improvements/ 
contemplated  rerouting  of  traffic 
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303  Adequacy  of  signs/on  site/highway  signs/ 
how  many/owned  or  rented? 

310  Resort  Motels: 

311  Scenic  and/or  recreational  values 

312  Self-contained  resort 

313  Closest  tourist  attractions 

314  Visibility  to  entering  traffic 

320  Roadside  Motels: 

321  On  main  interstate  route 

322  Is  route  part  of  national  master  road  plan? 

323  Accessibility  to  freeway  on  and  off  ramps 

324  Strategic  location  between  major  cities 

325  Proximity  to  resort  area,  industrial, 
manufacturing  and  financial  centers,  and 
military  installations 

330  Perimeter  Motels: 

331  Proximity  to  airport/central  business 
district 

332  On  downtown  feeder  road 

333  Access  to  freeways 

340  In-City  Motels: 

341  Proximity  to  central  business  district 

342  Proximity  to  tourist  attractions 

343  Proximity  to  convention  centers 

344  Access  to  freeways 

345  Fire  and  police  protection 

346  Adjoining  properties 

347  Can  adjoining  property  be  bought? 

348  Nearest  competition 

400  SITE 

40 1  Acreage/dimensions/shape/plot 

402  Parking  facilities/number  of  cars/parking 
ratio/adjacent  to  rooms 

403  Legal  description 

404  Deed  restrictions 

405  Room  for  expansion? 

406  Landscaping/lawn  sprinklers 

407  Patios 

408  Condition  of  grounds 
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500 

IMPROVEMENTS 

510 

General  Structural  Data: 

511 

Age 

512 

Architectural  design/ranch/colonial/ 

modern/other 

513 

Shape  of  structure/straight/U-shape/L- 

shape/semicircular/box 

514 

Number  of  buildings 

515 

Number  of  stories 

516 

Elevators/number/size 

517 

Type  of  construction/quality/materials 

518 

Type  of  floors/floor  covering/condition 

519 

Type  of  roof/condition 

520 

Exterior  finish/condition 

521 

Type  of  heating 

522 

Type  of  air-conditioning 

523 

Insulation/soundproofing 

524 

Water  heaters/number/type/capacity/age 

and  condition 

525 

Laundry  equipment/type/capacity/ 

condition 

526 

Adequacy  of  sprinkler  and  fireproofing 

system 

527 

City  sewer 

530 

Units: 

531 

Quality/luxury /standard  commercial/ 

minimum  utility 

532 

Number  of  units/size/type/condition 

533 

Shape  of  rooms/square/greater  in  depth/ 

greater  in  width 

534 

Number  of  baths/tubs/showers  over  tubs/ 

twin  basins 

535 

Private  dressing  alcoves 

536 

Number  of  kitchens  in  units 

537 

Picture  windows  overlooking  grounds  and 

pool  area 

538 

Decks/patios/cabanas 
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540  Public  Facilities: 

541  Lobby/size/how  furnished 

542  Office/size/equipment 

543  Pool/size/children's  pool/pool  equipment 

544  Children' s  play  area 

545  Patios/cabanas 

546  Ice  and  beverage  machine 

547  Restaurant/seating  capacity/leased/who 
owns  equipment 

548  Cocktail  lounge/leased/who  owns 
equipment 

549  Meeting  facilities 

550  Banquet  facilities 

551  Gift  shop/barber  shop/beauty  salon/ 
newsstand/leased 

552  Manager' s  living  quarters/size/furnishings 
included 

600  FURNISHINGS  AND  FIXTURES 

601  Quality  and  style  of  furnishings/condition 

602  TVs/how  many /age/make/condition? 

603  Radios 

604  Room  telephones 

605  Other  equipment 

606  Linens  owned  or  rented/5 -day  minimum 
linen  inventory 

607  Detailed  inventory 

700  SERVICES 

701  Valet  and  laundry  service 

702  Babysitter 

703  Bellhop  service 

704  Free  continental  breakfast 

705  Room  service 

706  Pool  lifeguard 

707  Number  of  maids  used/salaries/how  long 
employed? 

708  Clerical  employees/salaries 

709  Maintenance  employees/salaries 
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800  INCOME  STATEMENT  (3  years) 

80 1  Number  of  rooms 

802  Asking  price 

803  Gross  multiplier 

804  Total  room  gross  income 

805  Gross  income  per  room 

806  Cost  per  room 

807  Other  income 

808  Income  bar  and  food 

809  Rate  schedules 

810  Occupancy  percentages 

811  Is  income  in  keeping  with  room  gross 
income  per  unit  and  occupancy  percentages 
of  comparable  motels  in  area? 

900  EXPENSES 

901  Taxes 

902  Hazard  and  liability  insurance/premium/ 
coverage 

903  Workmen's  compensation  insurance 

904  Social  Security 

905  Payrolls 

906  Utilities 

907  Water 

908  Garbage  collection 

909  Supplies 

910  Linen  service  or  laundry 

911  Elevator  inspection  service 

912  Pool  maintenance  service 

913  Payrolls/clerical/maids/service/ 
maintenance 

914  Legal  and  accounting  fees 

915  Advertising/sign  on  property /roadside 
signs/ AAA 

916  Maintenance  and  repairs/signs  of 
substandard  maintenance/what  needs  to  be 
done  soon 

917  Reserve  for  replacement  of  personal 
property 

918  Are  expenses  in  keeping  with  similar 
expense  items  of  comparable  motels  in  area? 
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1000  EXISTING  FINANCING 

(List  all  loans  on  real  and  personal  property) 

1 00 1  Loan  balance/as  of  what  date 

1002  Monthly  payments/taxes  and  insurance 
included 

1003  Interest  rate 

1004  Annual  debt  service/interest  payments/ 
equity  build-up 

1005  Lender/address/phone  number 

1006  Loan  number 

1 007  Prepayment  penalty 

1008  Loan  locked  in/until  when 

1009  Transferable/assumption  fee/may  loan  be 
taken  subject  to? 

1010  Due  date/balloon  payment 

1011  Original  amount/term/year  of  inception 

1012  If  there  is  a  second  loan,  may  it  be  bought 
at  a  discount/if  so,  what  discount? 

1100  POTENTIAL  FINANCING 

1101  Loan  commitment/amount/interest  term/ 
payments/loan  fee/lender 

1 102  Will  seller  help  finance/amount/interest/ 
payoff  rate/due  date? 

1 103  Is  seller  interested  in  installment  sale? 

1200  PRICE 

1 20 1  Listed  price  (times-earnings  ratio  applied  to 
net  income  before  debt  service  and 
depreciation) 

1 202  Overall  rates  and  occupancy  percentages  of 
comparable  motels  in  area 

1203  Predicted  probable  sale  price/apply  to 
subject  property  average  times-earnings 
ratios  of  comparable  motels  recently  sold/ 
make  adjustments  for  above-average 
income  due  to  over-efficient  management 
or  below-average  expenses  due  to  poor 
management  and  vice  versa 


Checklists     E-39 


1400  IMPORTANT  EXHIBITS 

1401  Preliminary  title  report  (watch  for  and 
examine  covenants,  conditions,  and 
restrictions  on  record) 

1402  Survey  report 

1403  Plot  plan 

1 404  Photographs  of  property 

1405  Area  map  with  property  plotted 

1406  Recent  inspection  reports  (pest  control, 
roof,  heating  system,  elevators,  etc.) 

1407  Certified  operating  statements  last  few 
years 

1408  Copies  of  leases  and  rental  agreements 

1409  Copies  of  management  contracts 

1410  Inventory  of  personal  property 

1411  Statistical  reports  on  economic  and 
population  growth  of  area 

Data  Checklist  for  Farm 
Properties 

1  Date  information  was  obtained 

2  Property  location 

3  Type  of  farm/grain/livestock/special 
purpose 

4  Highest  and  best  use 

100  OWNERSHIP 

101  Owner's  name/address/residence  phone/ 
business  phone 

102  Owner's  occupation/absentee  owner 

103  Farm  operated  by  owner  or  manager 

104  Title  vested  in  (list  all  persons  having  an 
interest  in  the  title) 

105  Tax  basis/owner's  tax  bracket/legal  status 

1 06  Owner' s  attorney/tax  counsel/accountant 

107  Manager's  name/address/phone  number 

108  Acquisition  date/cost  of  acquisition 

109  Previously  listed/how  long/at  what  price? 

1 10  Reason  for  disposition/degree  of  urgency 
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Ill 

Investment  objective 

a.    Expansion  of  operation 

b.    Tax  shelter 

c.    Estate  building 

d.    Equity  return  (how  much) 

e.    Spendable  (how  much) 

f.    Other 

112 

Sale  and  leaseback/tax-deferred  exchange/ 

installment  sale 

200 

LOCATION 

201 

Proximity  to  metropolitan  area  or  nearest 

town 

202 

Proximity  to  recreational  area/lakes/ 

reservoirs 

203 

Potential  alternative  use  of  land/ 

subdivision/industrial/recreational 

204 

Proximity  to  local  grain,  livestock,  and 

other  markets 

205 

Proximity  to  canneries,  dairies,  grain,  or 

cereal  plants 

206 

Proximity  to  farm  equipment  service 

207 

Access  to  arterial  roads,  freeways,  etc. 

208 

Access  to  waterways 

209 

Access  to  railroads 

210 

Proximity  of  schools/school  bus/churches/ 

shopping  center/recreational  facilities 

211 

Availability  of  farm  labor/wages 

300 

CLIMATE  AND  HAZARDS 

301 

Length  of  growing  season 

302 

Temperatures/average/minimum/ 

maximum 

303 

Average  length  of  frost  period/begin  and 

end 

304 

Rainfall  in  inches/rainy  season 

305 

Humidity /average/high/low 

306 

Fog  conditions 

307 

Fire  hazards 

308 

Storm  hazards 

309 

Inundation  hazards 

310 

Diseases 

^ 


Checklists     E-41 


311      Weeds 

400  LAND 

401  Legal  description/easements/deed 
restrictions 

402  Neighbors 

403  Total  acreage/boundary  lines 

404  Tillable  land/orchards/pasture/timberland/ 
waste  land 

405  Fences/type/condition 

406  Soil/type  and  quality  of  topsoil  and  subsoil/ 
crops  most  adaptable  to  soil/productivity/ 
soil  test 

407  Topography/level/degree  of  slope/rolling/ 
can  tractor  be  used 

408  Drainage/natural,  surface,  or  tile  drainage/ 
adequacy  for  peak  rainfalls/assessment 
drainage  district 

409  Adequacy  of  water  supply/chemical 
composition/safe  for  human  consumption 

410  Source  of  water  supply/well/riparian  rights 
to  river  or  creek 

411  Irrigation/method/irrigation  district/cost 

412  Utilities/electricity /gas/telephone 

413  Livestock/dairy /cattle  breeding/hog/ 
poultry/other 

414  Special  purpose/orchard/vegetable/berry/ 
timber/other 

415  Crop  history /rotation  of  crops/type  of  crops 

416  Government  allotted  acreage  to  crops,  if  any 

417  Annual  yield  per  acre  of  common  crops/ 
average  annual  yield  per  acre  in  area 

4 1 8  Fertilizer/type/average  annual  amount 
used/average  annual  cost 

500  IMPROVEMENTS 

50 1  Buildings/use/construction/size/roof/ 
foundation/age/condition/value 

502  Dwelling/type/age/construction/exterior/ 
roof/basement/foundation/stories/ 
flooring/wiring/plumbing/heat/air- 
conditioning/insulation/weather  stripping/ 


E-42     Checklists 


window  screens/storm  windows/number  of 
rooms/kitchen  (built-ins)/baths/extras/ 
condition 
503      Roads/paving/blacktop/gravel/other 

600  PERSONAL  PROPERTY  INCLUDED 

60 1  Machinery/other  equipment 

602  Growing  crops 

603  Livestock/ancestry 

700  TENANCY 

701  Lessee's  name/address/phone  number/ 
experience/capital/credit  rating 

702  Lease/length/terms 

703  Monthly  rent 

800  INCOME  AND  EXPENSES 

801  Annual  gross  income  past  few  years 

802  Taxes 

803  Insurance  coverage  and  premium/hazard/ 
liability  /crop/workmen' s  compensation/ 
Social  Security 

804  Utilities 

805  Maintenance  of  buildings  and  personal 
property /signs  of  substandard 
maintenance/what  needs  to  be  done  soon 

806  Soil  and  water  conservation 

807  Fertilizer 

808  Development/clearing  land 

809  Wages 

810  Are  income  and  expenses  in  keeping  with 
comparable  items  in  the  area/if  so,  does  it 
reflect  over-efficient  or  poor  management? 

900  FINANCING 

901  Private  mortgage 

902  Land  contract  of  sale  (installment  contract) 

903  Federal  Land  Bank  Loan 

904  Bank/insurance  company  loan 

905  Farmer's  Home  Administration  loan 
(FHA) 

906  Terms:  Cash  down  payment  required/pay- 
ments/interest/term/subordination/due-on- 
sale/prepayment  penalty/lock-in/due  date 
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1000  PRICE 

1001  Listed  price/price  per  acre 

1002  Prices  per  acre  of  comparable  farm  land 
recently  sold  in  the  area  (excluding 
buildings  and  personal  property) 

1100  IMPORTANT  EXHIBITS 

1101  Preliminary  title  report 

1102  Survey  report 

1103  Plot  plan 

1 1 04  Photographs  of  property 

1 105  Area  map  with  property  plotted 

1 106  Recent  inspection  reports  (pest  control, 
roof,  heating  system,  elevators,  etc.) 

1 107  Certified  operating  statements  last  few 
years 

1 108  Copies  of  leases  and  rental  agreements 

1 109  Copies  of  management  contracts 

1110  Inventory  of  personal  property 

Data  Checklist  for 
Undeveloped  Land 

1  Date  information  was  obtained 

2  Property  location 

3  Present  land  use 

100  OWNERSHIP 

101  Owner' s  name/address/residence  phone/ 
business  phone 

102  Owner's  occupation 

103  Title  vested  in  (list  all  persons  having  an 
interest  in  the  title) 

104  Tax  basis/owner's  tax  bracket/legal  status 

105  Is  owner  classified  as  dealer? 

106  Acquisition  date/cost  of  acquisition 

107  Previously  listed/how  long/at  what  price? 

108  Tax-deferred  exchange/installment  sale 

109  Reason  for  disposition/investment 
objective 

1 1 0  Will  owner  sell  in  parcels  or  only  as  a  whole? 

111  Will  owner  sell  only,  lease,  or  build  to 
lease? 
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112      Investment  objective 

a.  Tax  shelter 

b.  Estate  building 

c.  Equity 

d.  Spendable  (how  much) 

e.  Other 

200  SIZE  AND  DESCRIPTION 

20 1  Size  of  parcel/dimensions/boundaries/plot 
or  survey  map 

202  Legal  description 

203  Deed  restrictions/covenants/easements 

Surveyors  Terminology/Abbreviations 

IPF      Iron  pin  found  by  surveyor 

IPP      Iron  pin  placed  by  surveyor 
LLL      Land  lot  line 
BL      Building  line 

DE      Draining  easement 

MH      Manhole 
R/W      Right  of  way 

300  CHARACTERISTICS  AND 
UTILITIES 

301  Highest  and  best  use  (recommendations 
from  qualified  engineer  or  land  planner) 

a.  Farm,  ranch,  or  timberland 

b.  Recreation  or  resort  property 

c.  Industrial  property 

d.  Commercial  property 

e.  Residential  property 

302  Topography  of  terrain  (contour  map) 

303  Elevation  relative  to  highest  known  high 
water  level 

304  Drainage/natural  run-off  capacity/need  for 
artificial  drainage/need  for  flood  protection 

305  Sanitary  sewerage  system/adequacy/ 
proximity 

306  Subsoil  (soil  engineer's  report)/depths  to 
bedrock  and  groundwater 
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307  Estimate  of  clearing,  grading,  and  cut  and 
fill  operations,  if  any 

308  Cost  estimates  of  off-site  and  on-site 
improvements  to  obtain  finished  lots  or 
plots 

309  Pure  drinking  water/adequacy  of  supply 

3 1 0  Source  of  water  supply/well/riparian  rights 
to  river  or  creek 

311  Spot  location  of  the  following  items  on  a 
general  location  map: 

a.  Existing  easements/size  and  purpose 

b.  Sanitary  sewer  outfall  lines 

c.  Storm  sewer  outfall  lines 

d.  Drainage  directions 

e.  Existing  water  service  lines/sizes 

f.  Existing  gas  service  lines 

g.  Existing  electrical  lines 

312  Letters  from  public  utilities  or 
governmental  agencies  regarding  present 
or  projected  services  to  the  property 

400  LOCATION 

401  Proximity  to  what  metropolitan  area,  city, 
or  district? 

402  Proximity  to  central  business  district  and 
regional  shopping  center* 

403  Proximity  to  neighborhood  shopping 
centers* 

404  Proximity  to  and  quality  of  schools  (grade, 
junior  high,  high,  college,  private)* 

405  Proximity  to  churches/recreational  centers/ 
parks/theatres/hospital/medical  center* 

406  Industrial  or  cemetery  property  nearby 

407  Public  transportation 

408  Access  to  main  traffic  arteries  and  freeways 

409  Contemplated  new  roads,  freeways, 
transportation  facilities 

410  Traffic  count/in  front  and  at  nearest 
intersection  (if  commercial  lot) 
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411 

Median  strip/left  turn  lane  (if  commercial 

lot) 

412 

Located  in  city  or  county/fire  and  police 

protection 

413 

Type  and  quality  of  adjoining  properties 

414 

Other  site  and  neighborhood  characteristics 

^Generally  acceptable  maximum  distances  from  homes: 

Regional  shopping  center  4  miles 

Neighborhood  shopping  center  3/4  mile 

Recreation  facilities  4  miles 

Public  school  1  mile 

High  school  12  miles 

Church  4  miles 

Work  45 

minutes 

500 

SOCIAL  REGULATIONS 

501 

Zoning/existing  and  proposed 

502 

Dedication  of  land  to  public  use 

503 

Requirements  as  to  location  and  width  of 

streets 

504 

Requirements  as  to  curbs,  gutters, 

sidewalks 

505 

Requirements  as  to  lot  size 

506 

Use  restrictions 

507 

Building  restrictions 

508 

Bond  required  for  improvements 

600 

TAXATION 

601 

Tax  rate 

602 

Assessment  policies  and  trends 

603 

Assessed  value 

604 

Taxes 

605 

Special  assessments 

700 

POPULATION 

701 

Present  population  in  above  area* 

702 

Average  income  per  family  and  family 

size* 

703 

Present  sources  of  income  in  percentages*: 

a.    Industry 

b.    Farming 

c.    Government 

d.    Military 

e.    Other 
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704  Projected  growth  due  to  the  following 
factors*: 

a.  New  industries  (list) 

b.  New  military  contracts 

c.  New  military  bases 

d.  Freeways 

e.  Rapid  transit 

f.  Other 

705  Ratio  of  homeowners  to  tenants  in  area* 

800  CLIMATE  AND  NATURAL 
HAZARDS 

80 1  Temperatures/average/minimum/ 
maximum 

802  Average  length  of  frost  period 

803  Rainfall  in  inches/rainy  season 

804  Humidity/average/minimum/maximum 

805  Fog  conditions 

806  Fire  hazards 

807  Storm  hazards 

808  Inundation  hazards 

809  Earthquake  faults 

900  LOCAL  BUILDING  TRENDS 

901  Number  of  new  subdivisions  in  area/ 
location 

902  Number  of  new  homes  under  construction 
in  area*/finished  home  costs 

903  Number  of  new  apartment  houses  under 
construction  in  area* 

904  Number  of  existing  shopping  centers  in 
area* 

*For  sources  of  above  data,  contact  chamber  of  commerce,  local  build- 
ing department,  public  utilities  (for  number  of  recent  and  planned 
installations),  title  insurance  companies,  lending  institutions,  local 
planning  commission,  U.S.  Department  of  Commerce,  and  U.S.  Army- 
Corps  of  Engineers. 

1000  PRICE 

1 00 1  Listed  price/price  per  acre 

1002  Price  range  per  acre  of  comparable  land 
recently  sold 

1003  Predicted  probable  sale  price 
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1100  IMPORTANT  EXHIBITS 

1101  Preliminary  report 

1 1 02  Survey  report 

1103  Plot  plan 

1 1 04  Photographs  of  property 

1 105  Area  map  with  property  plotted 

1 106  Recent  inspection  reports  (pest  control, 
roof,  heating  system,  elevators,  etc.) 

1 107  Certified  operating  statements  last  few 
years 

1 108  Copies  of  leases  and  rental  agreements 

1 109  Copies  of  management  contracts 

1110  Inventory  of  personal  property 

1111  Statistical  reports  of  economic  and 
population  growth  in  the  area 

Data  Checklist  for  Purchase 
of  Development  Lots 

(Courtesy  of  Colonial  Mortgage  Company,  Fort 
Wayne,  Indiana) 

1.  Are  there  large,  successful  builders  nearby 
(especially  on  the  same  road  closer  to  town) 
who  will  provide  very  tough  competition? 

2.  Have  any  builders  failed  recently  in  the  imme- 
diate neighborhood? 

3.  Have  out-of-town  builders  considered  moving 
here  (taken  options,  etc.)  and  then  changed  their 
minds? 

4.  Are  efficient  subcontractors  and  labor  avail- 
able? 

5.  Is  the  market  so  competitive  that  you  could  not 
afford  to  do  as  much  advertising  or  as  expensive 
a  job  of  merchandising  as  other  nearby  build- 
ers? 

6.  Has  a  qualified  engineer  walked  over  the  prop- 
erty and,  if  necessary,  made  soil  tests  and  other 
studies  to  assure  you  this  is  buildable  land? 

7.  Has  this  parcel  been  peddled  to  other  builders 
and  rejected? 
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8.  Do  you  understand  the  zoning  and  can  you  live 
with  it? 

9.  Are  there  easements  over  the  property? 

10.  Can  you  solve  any  drainage  problems? 

11.  Are  there  mosquitoes,  fog,  smog,  noise,  or 
smells? 

12.  Is  that  part  of  town  a  one-industry  area  that 
could  be  hurt  badly  by  layoffs? 

13.  Is  the  area  heavily  dependent  on  Army,  Navy, 
or  Air  Force  units  that  might  be  withdrawn? 

14.  Is  the  area  overbuilt  with  apartments  that  offer 
serious  competition  to  new  houses? 

15.  Is  it  likely  that  real  estate  taxes  soon  will  be 
increased  substantially? 

16.  Are  new  highways  with  uncertain  locations 
planned,  which  might  tie  up  the  whole  area  for 
a  year  or  more? 

17.  Is  nearby  land  zoned  for  outdoor  movies,  com- 
mercial buildings,  or  any  other  purpose  that 
homeowners  would  consider  a  liability? 

18.  Has  the  property  a  poor  approach? 

19.  Are  there  nearby  shack  towns  or  other  undesir- 
able elements? 

20.  Are  you  surrounded  by  subdivisions  where 
houses  sell  for  several  thousand  dollars  less 
than  yours? 

2 1 .  Are  you  so  far  out  of  town  that  you  need  to  sell 
for  $2,000  less  than  builders  closer  in? 

22.  Can  you  offer  as  much  house  for  the  money  as 
nearby  competitive  builders? 

23.  Has  a  big  local  builder,  or  an  out-of-town 
builder,  an  option  on  land  nearby  that  could 
spoil  your  sales  once  he  or  she  opens  up? 

24.  Would  an  experienced  local  broker  refuse  to  try 
to  sell  houses  here? 

25.  What  is  the  tax  rate  now?  Two  years  ago? 

26.  How  many  foreclosures  are  there  in  the  area? 
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Data  Checklist  for 
Mobile  Home  Park  Sites 

1  Date  information  was  obtained 

2  Property  location 

3  Present  land  use 

100  OWNERSHIP 

101  Owner' s  name/address/residence  phone/ 
business  phone 

1 02  Owner' s  occupation 

103  Title  vested  in  (list  all  persons  having  an 
interest  in  the  title) 

104  Acquisition  date/cost  of  acquisition 

105  Previously  listed/how  long/at  what  price 

106  Tax-deferred  exchange/installment  sale 

107  Reason  for  disposition/investment 
objective 

108  Will  owner  sell  in  parcels  or  only  as  a 
whole? 

200  SIZE  AND  DESCRIPTION 

20 1  Size  of  parcel/dimensions/boundaries/plot 
or  survey  map 

202  Legal  description 

203  Deed  restrictions/covenants/easements 

300  CHARACTERISTICS  AND 
UTILITIES 

301  Topography:  level,  rolling,  hilly,  rough, 
low,  rocky 

302  Existing  structures  on  property 

303  Elevation  relative  to  highest  known  high 
water  level 

304  Drainage/natural  run-off  capacity/need  for 
artificial  drainage/need  for  flood  protection 

305  Sewer  at  property  line/proximity 

306  Subsoil  (soil  engineer's  report)/depths  to 
bedrock  and  groundwater 

307  Estimate  of  clearing,  grading,  and  cut  and 
fill  operations,  if  any 

308  Cost  estimate  of  off-site  and  on-site 
improvements  to  obtain  finished  lots  or 
plots 
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309  Water  at  property  line/pure  drinking  water/ 
proximity 

310  Source  of  water  supply/well/riparian  rights 
to  river  or  creek 

3 1 1  Gas  at  property  line/proximity 

312  Power  at  property  line/proximity 

313  Spot  location  of  the  following  items  on  a 
general  location  map: 

a.  Existing  easements/size  and  purpose 

b.  Sanitary  sewer  outfall  lines 

c.  Storm  sewer  outfall  lines 

d.  Drainage  directions 

e.  Existing  water  service  lines/sizes 

f.  Existing  gas  service  lines 

g.  Existing  electrical  lines 

314  Letters  from  public  utilities  or 
governmental  agencies  regarding  present 
or  projected  services  to  the  property 

400  LOCATION 

401  Proximity  to  what  metropolitan  area,  city, 
or  district? 

402  Proximity  to  central  business  district  and 
regional  shopping  centers* 

403  Proximity  to  neighborhood  shopping 
centers* 

404  Proximity  to  and  quality  of  schools  (grade, 
junior  high,  high,  college,  private)* 

405  Proximity  to  churches/recreation  centers/ 
parks/theatres/hospital/medical  center* 

406  Industrial  or  cemetery  property  nearby 

407  Public  transportation 

408  Access  to  main  traffic  arteries  and  freeways 

409  Contemplated  new  roads,  freeways, 
transportation  facilities 

410  Located  in  city  or  county /fire  and  police 
protection 

*For  sources  of  above  data,  contact  chamber  of  commerce,  local  build- 
ing department,  public  utility  companies  (for  number  of  recent  and 
planned  installations),  title  insurance  companies,  lending  institutions, 
local  planning  commission,  U.S.  Department  of  Commerce,  and  U.S. 
Army  Corps  of  Engineers. 

E-52     Checklists 


500 

ZONING 

501 

Present  zoning 

502 

Proposed  zoning 

503 

Purchase  subject  to  zoning 

504 

Planning  department  opinion  of  chances  to 

obtain  zoning  for  mobile  home  site 

600 

TAXATION 

601 

Tax  rate 

602 

Assessment  policies  and  trends 

603 

Assessed  value 

604 

Taxes 

605 

Special  assessments 

700 

POPULATION 

701 

Present  population  in  above  area* 

702 

Average  income  per  family  and  family 

size* 

703 

Present  sources  of  income  in  percentages* 

a.    Industry 

b.    Farming 

c.    Government 

d.    Military 

e.    Other 

704 

Projected  growth  due  to  the  following 

factors* 

a.    New  industries  (list) 

b.    New  military  contracts 

c.    New  military  bases 

d.    Freeways 

e.    Rapid  transit 

f.    Other 

705 

Ratio  of  homeowners  to  tenants  in  area* 

800 

CLIMATE  AND  NATURAL 

HAZARDS 

801 

Temperatures/average/minimum/ 

maximum 

802 

Average  length  of  frost  period 

803 

Rainfall  in  inches/rainy  season 

804 

Humidity /average/minimum/maximum 

805 

Fog  conditions 

806 

Fire  hazards 
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807  Storm  hazards 

808  Inundation  hazards 

809  Earthquake  faults 

900  LOCAL  BUILDING  TRENDS 

901  Number  of  mobile  home  parks  in  area/ 
proximity /quality /other  characteristics 

902  Number  of  new  subdivisions  in  area/ 
location 

903  Number  of  new  homes  under  construction 
in  area*/finished  home  costs 

904  Number  of  new  apartment  houses  under 
construction  in  area* 

905  Number  of  existing  shopping  centers  in 
area* 

1000  PRICE 

1 00 1  Listed  price/price  per  acre 

1002  Price  range  per  acre  of  comparable  land 
recently  sold 

1003  Predicted  probable  sale  price 

1100  TERMS 

1101  Loan  balance ,  if  any/interest  rate/ 
payments/due  date/prepayment  penalty 

1 1 02  Lender/loan  number 

1 1 03  Loan  assumable 

1 104  Can  loan  be  subordinated 

1 105  Will  seller  help  finance/amount/interest/ 
pay-back  rate/due  date/subordinate? 

1 1 06  Amount  of  cash  required 

1200  IMPORTANT  EXHIBITS 

1 20 1  City  or  county  map  with  location  of  property 

1202  Assessor's  or  parcel  map  with  dimensions 

1 203  Topographical  map 

1204  Aerial  photo 

1205  Survey  report 

1206  Statistical  reports  on  economic  and 
population  growth  of  area 

*For  sources  of  above  data,  contact  chamber  of  commerce,  local  build- 
ing department,  public  utility  companies  (for  number  of  recent  and 
planned  installations),  title  insurance  companies,  lending  institutions, 
local  planning  commission,  U.S.  Department  of  Commerce,  and  U.S. 
Army  Corps  of  Engineers. 
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Seller's  Property  Disclosure 
Statement 

1.    Title  and  Access 

a.  Is  the  property  currently  leased?  If  so,  when 
does  the  lease  expire?  Does  the  lessee  have 
an  option  to  extend  the  lease? 

b.  Does  anyone  have  a  first  right  of  refusal  to 
buy,  option,  or  lease  the  property?  If  so, 
who? 

c.  Do  you  know  of  any  existing,  pending,  or 
potential  legal  actions  concerning  the  prop- 
erty or  the  homeowners'  association? 

d.  Has  there  been  a  notice  of  default  filed 
against  your  property?  If  yes,  please 
explain. 

e.  Are  there  any  bonds,  assessments,  or  judg- 
ments that  are  either  liens  upon  the  property 
or  that  limit  its  use? 

f .  Do  you  own  real  property  adjacent  to,  across 
the  street  from,  or  in  the  same  subdivision 
as  the  subject  property?  If  yes,  please 
describe. 

g.  Do  you  know  of  any  encroachments,  ease- 
ments, licenses,  boundary  disputes,  or  third 
party  claims  affecting  the  property  (rights  of 
other  people  to  interfere  with  the  use  of  the 
property  in  any  way)?  If  so,  explain. 

h.  Are  you  aware  of  any  pending  real  estate 
development  in  your  area  (such  as  condo- 
miniums; planned  unit  developments;  sub- 
divisions or  property  for  commercial; 
educational,  or  religious  use)? 

i.  Do  you  experience  any  excessive  noises,  for 
example,  airplanes,  trains,  trucks,  freeway, 
etc.? 

j.  Are  you  aware  of  any  other  conditions  that 
could  affect  the  value  or  desirability  of  the 
property? 
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2.  Land 

a.  Does  the  property  have  any  filled  ground? 
If  so,  is  the  house  built  on  filled  or  unstable 
ground? 

b.  Do  you  know  of  any  past  or  present  settling 
or  soil  movement  problems  on  the  property 
or  on  adjacent  properties?  If  so,  have  they 
resulted  in  any  structural  damage?  What 
was  the  extent  of  damage? 

c .  Do  you  know  of  any  past  or  present  drainage 
or  flooding  problem  on  your  property  or 
adjacent  properties?  If  so,  explain  on  sepa- 
rate sheet.  Is  there  water  standing  on  the 
property  after  rainfall?  Any  active  springs? 

d.  Is  the  property  in  a  designated  flood  zone? 

e.  Is  the  property  in  a  Special  Studies  Zone  as 
provided  by  the  Alquist-Priolo  Geological 
Hazard  Zones  Act? 

f .  Are  you  aware  of  any  past  or  present  prob- 
lems with  driveways,  walkways,  patios,  or 
retaining  walls  on  your  property  or  adjacent 
properties  due  to  drainage,  flooding,  or  soil 
movement  (such  as  large  cracks,  potholes, 
raised  sections)?  If  so,  please  describe. 

3.  Structural  Disclosures 

a.  Do  you  know  of  any  structural  additions  or 
alterations  or  the  installation,  alteration, 
repair,  or  replacement  of  significant  compo- 
nents of  the  structures  upon  the  property 
completed  during  the  term  of  your  owner- 
ship or  that  of  a  prior  owner  with  or  without 
an  appropriate  permit  or  other  authority  for 
construction  from  a  public  agency  having 
jurisdiction? 

□  Explanation  attached 

b .  Approximate  age  of  structure :  Do  you  know 
of  any  condition  in  the  original  or  existing 
design  or  workmanship  of  the  structure  that 
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would  be  considered  substandard?  If  so, 
please  explain. 

c.  Are  you  aware  of  excessive  settling,  slanted 
floors,  large  cracks  in  walls,  foundations, 
garage  floors,  driveways,  chimneys,  or  fire- 
places? If  so,  explain. 

d.  Are  you  aware  of  any  structural  wood  mem- 
bers, including  mudsills,  being  below  soil 
level? 

e.  Is  crawlspace,  if  any,  below  soil  level? 

f .  Do  you  know  of  any  inspection  reports,  sur- 
veys, studies,  notices,  and  so  on  concerning 
the  property?  If  so,  please  list  each  one,  even 
if  you  have  already  made  them  available. 

g.  Date  of  last  structural  pest  control  inspec- 
tion? By  whom? 

h.  Do  you  prefer  a  presale  structural  pest  con- 
trol inspection? 

i.  Date  of  last  city/county  mandatory  inspec- 
tion report. 

j .  Have  you  any  notice(s)  of  violations  relating 
to  the  property  from  any  city,  county,  or  state 
agencies?  If  so,  please  explain. 

k.  Do  you  know  of  any  violations  of  govern- 
ment regulations,  ordinances,  or  zoning 
laws  regarding  this  property?  If  so,  explain. 

4.    Roof,  Gutters,  Downspouts 

a.  Type  of  roof:  □  Tar  and  gravel,  □  Asphalt 
shingle,  □  Wood  shingle,  □  Tile,  □  Other. 
Age  of  roof? 

b.  Has  roof  been  resurfaced?  If  so,  what  year? 
Is  there  a  guarantee  on  the  roof?  For  how 
long?  By  whom? 

c.  Has  roof  ever  leaked  since  you  owned  the 
property?  If  so,  what  was  done  to  correct  the 
leak? 

d.  Are  gutters  and  downspouts  free  of  holes 
and  excessive  rust? 
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e.  Do  downspouts  empty  into  drainage  system 
or  onto  splash  blocks?  Is  water  directed 
away  from  structure? 

5.  Plumbing  System 

a.  Source  of  water  supply:  □  Public  □  Private 
well.  If  well  water,  when  was  water  sample 
last  checked  for  safety?  Result  of  test? 

b.  Well  water  pump?  Date  installed?  Condi- 
tion? Sufficient  water  during  late  summer? 

c.  Are  water  supply  pipes  copper  or  galva- 
nized? 

d.  Are  you  aware  of  below  normal  water  pres- 
sure in  your  water  supply  lines  (normal  is  50 
to  70  lbs.)? 

e.  Are  you  aware  of  excessive  rust  stains  in 
tubs,  lavatories,  and  sinks? 

f .  Are  you  aware  of  water  standing  around  any 
of  the  lawn  sprinkler  heads? 

g.  Are  there  any  plumbing  leaks  around  and 
under  sinks,  toilets,  showers,  bathtubs,  and 
lavatories?  If  so,  where? 

h.   Pool?  Age?  Pool  heater:  □  Gas  □  Electric 

□  Solar.  Pool  sweep?  Date  of  last  inspec- 
tion? By  whom?  Regular  maintenance? 

i.   Hot  tub/spa?  Date  of  last  inspection?  By 

whom? 
j.   □  City  sewer  □  Septic  tank:  □  Fiberglass, 

□  Concrete  □  Redwood.  Capacity?  Is  septic 
tank  in  good  working  order? 

6.  Electrical  System 

a.  220  Volt? 

b.  Are  there  any  damaged  or  malfunctioning 
receptacles? 

c.  Are  you  aware  of  any  damaged  or  malfunc- 
tioning switches? 

d.  Are  there  any  extension  cords  stapled  to 
baseboards  or  underneath  carpets  or  rugs? 
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e.  Does  outside  TV  antenna  have  a  ground 
connection? 

f .  Are  you  aware  of  any  defects,  malfunction- 
ing, or  illegal  installation  of  electrical  equip- 
ment in  or  outside  the  house? 

7.    Heating,  Air-Conditioning,  other  Equipment 

a.  Is  the  house  insulated? 

b.  Type  of  heating  system. 

c .  Is  furnace  room  or  furnace  closet  adequately 
vented? 

d.  Are  fuel-consuming  heating  devices  ade- 
quately vented  to  the  outside  directly  or 
through  a  chimney? 

e.  Date  of  last  inspection  of  heating  equip- 
ment. By  whom? 

f.  Solar  heating?  In  working  order? 

g.  Air-conditioning?  Date  of  last  inspection. 
By  whom? 

h.   Does  fireplace  have  a  damper? 

i.  Provision  for  outside  venting  of  clothes 
dryer? 

j.  Approximate  age  of  water  heater?  Capac- 
ity? Is  your  water  heater  equipped  with  tem- 
perature pressure  relief  valve,  which  is  a 
required  safety  device? 

k.  Electric  garage  door  opener?  Condition? 
Number  of  controls? 

1.   Burglar  alarm?  Make?  In  working  order? 
Owned?  Leased?  Rented? 
m.   Smoke  detectors?  How  many?  □   110V 
□  Battery.  In  working  order? 

n.  Lawn  sprinklers?  Automatic  clock?  In 
working  order? 

o.   Water  softener?  In  working  order? 

p.   Sump  pump?  In  working  order? 

q.  Are  you  aware  of  any  of  the  above  equip- 
ment that  is  in  need  of  repair  or  replacement 
or  is  illegally  installed? 
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8.  Built-in  Appliances 

a.  Are  you  aware  of  any  built-in  appliances 
that  are  in  need  of  repair  or  replacement?  If 
so,  which? 

9.  Personal  Property  Included  in  the  Purchase 
Price 

a.  List  items  of  personal  property  that  are 
included  in  the  purchase  price. 

b.  Are  there  any  liens  against  any  of  these 
items?  If  so,  please  explain. 

10.  Home  Protection  Program 

11.  Condominiums 

a.  Please  check  availability  of  copies  of  the  fol- 
lowing documents:  □  CC&Rs  □  condomin- 
ium declaration  □  association  bylaws  □ 
articles  of  incorporation  □  subdivision 
report  □  current  financial  statement  □  reg- 
ulations currently  in  force. 

b.  Does  the  condominium  declaration  contain 
any  resale  restrictions? 

c.  Does  the  homeowners'  association  have  the 
first  right  of  refusal? 

d.  Please  check  occupancy  restrictions  im- 
posed by  the  association,  including  but 
not  limited  to:  □  children  □  pets  □  storage 
of  recreational  vehicles  or  boats  on  drive- 
ways or  in  common  areas  □  advertising  or 
For  Sale  signs  □  architectural  or  decorative 
alterations  subject  to  association  approval, 
□  other. 

e.  In  case  of  a  conversion,  do  you  have  an  engi- 
neer' s  report  on  the  condition  of  the  building 
and  its  equipment? 

f.  Monthly/annual  association  dues?  How 
much?  What  is  included  in  the  association 
dues? 
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g.  Has  your  association  notified  you  of  any 
future  dues  increases  or  special  assess- 
ments? If  so.  please  give  details. 

h.  Are  all  dues,  assessments,  and  taxes  cur- 
rent? 

i.  I  shall  provide  a  statement  from  the  condo- 
minium homeowners*  association  docu- 
menting the  amount  of  any  delinquent 
assessments,  including  penalties,  attorney's 
fees,  and  any  other  charges  provided  for  in 
the  management  documents  to  be  delivered 
to  Buyer. 

j.  Security:  ^J  intercom  Zl  closed  circuit  TV  Zi 
guards  ^1  electric  gate  3  other. 

k.  Parking?  Does  each  unit  have  its  own  des- 
ignated parking  spaces?  How  close  to  unit? 
Is  space  ample?  Guest  parking? 

1.    Is  soundproofing  adequate?  Are  there  noisy 
trash  chutes? 
m.    Property  management  company. 

12.  Newly  Constructed  Residences 

a.  Is  deposit  held  in  trust  fund? 

b.  Bond  guaranteeing  completion  of  unit  and 
common  area  and  facilities? 

c.  Is  builder  a  member  of  Home  Builders  Asso- 
ciation? Is  Home  Owners'  Warranty  (HOW  j 
available? 

d.  Will  carpets,  draperies,  and  appliances  be 
identical  to  those  shown  in  model  unit? 

e.  Please  list  expiration  dates  of  warranties 
covering  appliances  and  equipment.  Final 
inspection  date?  Occupancy  permit  date? 
Contractor?  License? 

13.  Ownership 

a.  Are  you  a  builder  or  developer'? 

b.  Are  you  a  licensed  real  estate  agent? 

c.  Have  all  persons  on  the  title  signed  the  list- 
ing agreement? 
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d.  Please  list  all  persons  on  the  title  who  are  not 
U.S.  citizens. 

e.  Are  you  aware  of  anything  else  you  should 
disclose  to  a  prospective  buyer?  If  so,  please 
explain.  (Use  addendums  if  necessary.) 

The  foregoing  answers  and  explanations  are  true 
and  complete  to  the  best  of  my /our  knowledge  and 
I/we  have  retained  a  copy  hereof.  I/we  herewith 
authorize  the  Agent  in  this  transaction  to  disclose  the 
information  set  forth  above  to  other  real  estate  bro- 
kers, real  estate  agents  and  prospective  buyers  of  the 
property. 

Dated: Seller: Seller: : 

I/we  acknowledge  receipt  of  this  Seller's  Property 
Disclosure  Statement,  including  additional  expla- 
nations, if  any,  attached  hereto. 

Dated: Buyer: Buyer: 

I  am  satisfied  with  the  above  Seller's  Property  Dis- 
closure Statement. 

Dated:     [ ]     Buyer:     [ ]     Buyer: 

[ ] 

I  am  not  satisfied  with  the  above  Seller's  Property 
Disclosure  Statement  and  herewith  rescind  my 
offer  to  purchase  above  property. 

Dated:     [ ]     Buyer:     [ ]     Buyer: 

[ ] 

I  reserve  the  right  to  have  the  property  inspected  by 
the  following  professional(s)  and  to  submit  a  copy 
of  the  inspection  report(s)  to  Seller's  Agent  on  or 

before . 

Dated:     [ ]     Buyer:     [ ]     Buyer: 

[ ] 
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Note 

The  law  in  some  jurisdictions  requires  that  the  broker 
make  a  physical  inspection  of  the  property  and  that 
notice  of  any  defects  observed  during  such  an  inspec- 
tion be  disclosed  to  buyers. 

The  purpose  of  the  Seller's  Property  Disclosure 
Statement  (Forms  110.11,  110.12  and  110.13)  is  to 
give  a  buyer  such  notice. 
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3/2  option:  A:  53 
200%  rule:  D:  34-35 


absences:  C:  57 

accelerated  cost  recovery  system  (ACRS):  D:  13 

acceleration  clause:  A:  4-5,  134 

accessibility/adaptability  requirements:  C:  51 

accounting:  C:  39,  40 

ACE.  See  automated  certificate  of  eligibility 

ACM.  See  asbestos-containing  material 

acquisition 

basis:  D:  2-4 

expenses:  D:  45 

indebtedness:  D:  43-44 

unadjusted:  A:  67 
ACRS.  See  accelerated  cost  recovery  system 
active  duty  applicants:  A:  99 
active  fraud:  C:  6-7 
active  participation:  D:  15-16 
actual  receipt:  D:  35-38 
ADA.  See  Americans  with  Disabilities  Act 
adjustable-rate  mortgage  (ARM):  A:  9-15 

disclosure  rules:  A:  142-43 

eligibility  criteria:  A:  37 

FHA  financing:  A:  58,  86-90 

limitations:  A:  90 

Section  251:  A:  86-90 
adjusted  basis:  D:  14 
adjustment  interval:  A:  11 
administrative  law  judge  (ALJ):  C:  52 
advertising:  A:  144;  C:  49 
agency 

breach  of  duty:  C:  37 

company  policies:  C:  45-47 

issues:  C:  37 


Index    F-l 


agency  relationship 

disclosure  of:  B:  40-41;  C:  42,  45 

alternatives:  B:  43-47 

definitions:  B:  43 
aggrieved  person:  C:  52 
Agricultural  Credit  Act  A:  28 
alcoholism:  C:  57 
alienation  clause:  A:  4-5,  134 
ALJ.  See  administrative  law  judge 
all-inclusive  deed  of  trust:  A:  131-37 
alternative  minimum  tax  (AMT):  D:  12-13 
alternative  minimum  taxable  income  (AMTI):  D: 

12-13 
amendatory  clause:  A:  77 
American  Dream  Individual  Retirement  Accounts: 

D:  11 
Americans  with  Disabilities  Act  (ADA) 

commercial  facilities:  C:  58-59 

compliance  tax  credits:  C:  59 

employment  issues:  C:  55-58 

information  sources:  C:  63-64 

liability  risks:  C:  59-60 

public  accommodations:  C:  58-59 

readily  achievable  test:  C:  59 

reasonable  accommodation:  C:  55-57 

requirements  fact  sheet:  C:  60-62 
amortization:  A:  119 
amortization  tables:  A:  152-63 
AMT.  See  alternative  minimum  tax 
AMTI.  See  alternative  minimum  taxable  income 
annual  percentage  rate  (APR) 

disclosure  requirements:  A:  141,  143 

tables:  A:  164-70 
annuity:  A:  21 
antitrust  laws:  C:  65-72 
apartment  checklist:  E:  12-15 
apparent  terms:  A:  132 
appraisal 

age  of:  A:  39 

FHA  financing:  A:  58 
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handbook:  A:  61-62 

repair  requirements:  A:  58 
APR.  See  annual  percentage  rate 
ARM.  See  adjustable-rate  mortgage 
arrangement  of  credit:  A:  145-46 
asbestos:  C:  21-23 

asbestos-containing  material  (ACM):  C:  21 
assignment:  D:  37 
assistants:  B:  63-64 
assumption 

FHA  financing:  A:  76-77 

mortgage:  A:  5-6;  D:  40 

VA  financing:  A:  115-16 
autodialers:  B:  28 

automated  certificate  of  eligibility  (ACE):  A:  98 
automated  underwriting:  A:  34,  36-39 

B 

back-up  system:  B:  4 
balance  sheet:  A:  40 
balloon  mortgage:  A:  37 
balloon  payment:  A:  129-31,  136 
Bank  Insurance  Fund  (BIF):  A:  30 
basis 

acquisitions:  D:  1-4 

adjusted:  D:  14 

cost  recovery:  D:  14 

transfer  of:  D:  29-31 
beneficiary:  A:  1 
BIF.  See  Bank  Insurance  Fund 
binder  agreement:  D:  32 
biweekly  mortgage:  A:  8-9 
biweekly  payment  schedule:  A:  171 
blockbusting:  C:  49 
bonus  income:  A:  57 
bookkeeping  software:  B:  5 
boot:  D:  26-29 
borrower 

compensating  factors:  A:  48-49 

eligibility  criteria:  A:  37 
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notification:  A:  59 

qualifying  ratios:  A:  46-49 

self-employed:  A:  40 
boundaries:  C:  3 

bridal  registry  savings  account:  A:  58 
broker 

escrow  checklists:  E:  4 

new  class  of:  B:  46-47;  C:  37 

Regulation  Z  and:  A:  144-46 
business  credit  report:  A:  40 
business  property:  D:  8,  9,  13 
buydown:  A:  19 

Fannie  Mae  limitations:  A:  124 

FHA  limitations:  A:  124-25 

Regulation  Z:  A:  144 

seller  financing:  A:  123-26 

VA  requirements:  A:  120-21,  125-26 
buyer 

agent's  obligations:  B:  44-45;  C:  39-40,  41 

broker  contract:  B:  46 

choice:  C:  41-42 

closing  costs:  E:  2 

condominium  checklist:  E:  8-10 

dual  agent's  duties  to:  C:  44 

installment  contract  prepayment:  D:  41 

prequalification:  B:  47-49 

protection  clauses:  A:  77-79 

representation  agreement:  C:  42-43 

shopper  versus:  B:  18 

sources  of:  B:  47 
buyer  agency:  B:  45 

advantages:  C:  43 

choice:  B:  46;  C:  41-42 

company  policies:  C:  46 

fiduciary  duties:  C:  40-41 

representation  agreement:  C:  42-43 

subagency  versus:  B:  43-44;  C:  38 
buy  and  sell  agreement:  C:  35 
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cap:  A:  12,  14,  88 
capital  asset:  D:  8,  11 
capital  gain  (loss):  D:  7-9,  11-12,  39-40 
capital  improvements:  D:  4-7 
cashback  refinance:  A:  75 
cash  reserves:  A:  42,  69 
CBA.  See  controlled  business  arrangement 
CD  drive:  B:  4 

CERCLA.  See  Comprehensive  Environmental 
Response:  Compensation  and  Liability  Act 
Certificate  of  Eligibility:  A:  99 
Certificate  of  Reasonable  Value  (CRV):  A:  60,  99 
Certificate  of  Veterans  Status:  A:  81 
Certification  and  Acknowledgment  of  Disclosure: 

C: 26-27 
channels:  B:  41 

CHBP.  See  Community  Home  Buyer's  Program 
child  care:  A:  58 
civil  penalties:  C:  52-53 
Civil  Rights  Act  of  1968:  C:  48-53 
Clayton  Act:  C:  68-69 
client:  C:  41-42 

CLO.  See  computerized  loan  origination 
close  of  escrow:  A:  147 
closing:  B:  41 
closing  agent:  C:  42 
closing  costs 

buyer:  E:  2 

and  loan-to-value  percentages:  A:  65-67 

seller:  E:  3 

VA  financing:  A:  1 1 1 
CMO.  See  collateralized  mortgage  obligation 
collateralized  mortgage  obligation  (CMO):  A:  27 
commercial  banks:  A:  31 
commercial  facilities:  C:  58-59 
commercial  property:  A:  54-56;  E:  22-26 
commission:  C:  65,  67,  70-71 
common  scheme:  C:  65 
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Community  Home  Buyer's  Program  (CHBP): 

A:  52-53 
community  property:  D:  2-3 
comparative  income  analysis:  A:  40 
comparative  market  analysis:  B:  36 
compensating  factors 

conventional  financing:  A:  48-49 

FHA  financing:  A:  71-72 

VA  financing:  A:  108-09 
compensation:  C:  42-43;  D:  3 
complaint 

antitrust:  C:  70-72 

risk  management:  C:  5 
component  depreciation:  D:  14 
Comprehensive  Environmental  Response: 

Compensation  and  Liability  Act  (CERCLA):  C: 
15-16,  17-20,  30,  33 
computer:  B:  4 

computerized  loan  origination  (CLO):  150-51 
Conditional  Commitment/DE  Statement  of 

Appraised  Value:  A:  60 
condominium 

association:  A:  84-85,  86 

buyer's  checklist:  E:  8-10 

conversions:  A:  85-86 

documents:  E:  9-10 

fees:  A:  71 

FHA  financing:  A:  83-86 

occupancy  requirements:  A:  83-85 
confidentiality:  C:  39,  40 
conforming  loan:  A:  27 
conspiracy 

group  boycotts:  C:  67 

investigation:  C:  70-71 

office  policies:  C:  69-70 

price  fixing:  C:  65-67 

words/phrases  of:  C:  71-72 
construction  loan:  A:  55-56 
constructive  fraud:  C:  6,  7-8 
constructive  receipt:  D:  32,  35-38 
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consumer  protection  notice:  A:  61-62 

contact  management  software:  B:  5-6 

contingency:  C:  35 

contract  for  deed:  A:  1-2 

contract  price:  D:  39 

contract  rate:  A:  10,  13 

contract  of  sale:  A:  1-2 

contributions:  A:  123 

controlled  business  arrangement  (CBA):  A:  148-49 

conventional  financing:  A:  36 

commercial  property:  A:  54-56 

documentation:  A:  39-41 

down  payment:  A:  41-42 

eligibility  criteria:  A:  36-39 

escrow  account:  A:  42 

investment  property:  A:  54-56 

maximum  loan  amounts:  A:  41 

private  mortgage  insurance:  A:  42-46 

programs:  A:  50-54 

qualifying  ratios:  A:  46-49 

secondary  sources:  A:  49-50 

second  loan  restrictions:  A:  128 
conversion:  A:  85-86;  D:  46 
cost  of  funds:  A:  10 
cost  recovery:  D:  13-14 
counseling  checklist  for  military  home  buyers:  A: 

99 
counteroffer:  B:  59 
Cranston-Gonzalez  National  Affordable  Housing 

Act:  A:  113 
crawlspace:  A:  95 
credit 

analysis  worksheet:  A:  59 

arrangement  of:  A:  145-46 

line  of:  A:  24 

report:  A:  40,  59 

reporting  agencies:  A:  35 

scoring:  A:  35 

unions:  A:  33 
creditor:  A:  140-44,  148 
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CRV.  See  Certificate  of  Reasonable  Value 
customer:  C:  41 

D 

damages:  C:  52-53 

database:  B:  5 

de  minimis  settlement:  C:  20 

dealers'  realty:  D:  8-10 

decorating  allowance:  A:  67 

deductible  expenses:  D:  44-45,  47-49 

deed  of  trust:  A:  1 

all-inclusive:  A:  131-37 
due-on-sale  clause:  A:  4-5,  6 
overlapping/overriding:  A:  131 

default:  A:  3-4,  134,  136 

deferred  exchange:  D:  32-33 

deficiency  judgement:  A:  3-4,  6 

delayed  exchange:  D:  32 

Depository  Institutions'  Deregulation  and 
Monetary  Control  Act:  A:  30 

deposit  verification:  A:  40,  59,  99 

depreciation:  D:  13-14 

designated  agent:  B:  47;  C:  37 

development  lots  checklist:  E:  49-50 

differential:  A:  10-11 

digital  camera:  B:  4 

direct  deeding:  D:  37 

directories:  B:  9 

disability:  C:  55 

disclosure 

agency  relationship:  B:  40;  C:  42,  45 
controlled  business  arrangement:  A:  148-49 
creditor  requirements:  A:  140-44,  148 
dual  agency:  C:  43,  44 
environmental  hazards:  C:  14-36 
escrow  account  requirements:  A:  150 
fiduciary  duty:  B:  44-45;  C:  39,  40,  44 
informed  consumer  choice:  A:  72-73 
lead-based  paint:  C:  25-27 
loan:  A:  90 
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negligent  nondisclosure:  C:  6,  9-11 

property:  B:  40,  59 

Regulation  Z:  A:  140-44 

seller  statement:  C:  2-3;  E:  55-63 

servicing  rights  transfer:  A:  150 

timing  of:  C:  45 

Worst  Case  Scenario:  A:  14 

written:  C:  45 
discount:  A:  129 

discount  points:  A:  74,  110;  D:  44-45 
discrimination:  C:  48-53 
disposition:  D:  41 
documentation 

condominium:  A:  85;  E:  9-10 

conventional  financing:  A:  39-41 

discriminatory  housing  practices:  C:  54 

FHA  financing:  A:  59-60 

VA  financing:  A:  99 
do-not-call  list:  B:  27-29 
down  payment 

bridal  registry  savings  accounts:  A:  58 

conventional  financing:  A:  41-42 

FHA  financing:  A:  69 

first-time  home  purchase:  D:  11 

mobile  home  loan:  A:  92-93 

options:  A:  53 

VA  financing:  A:  103-4,  110,  119,  120 
drug  property  forfeitures:  C:  35-36 
dual  agency 

disclosure  addendum:  C:  43 

for  in-house  sales:  B:  46;  C:  47 

risk  of:  C:  44-45 

undisclosed:  B:  45;  C:  44 
dual  purpose  facility:  C:  51 
due  date:  A:  129 
due-on-sale  clause 

all-inclusive  deed  of  trust:  A:  137 

disclosures:  A:  141 

FHA  financing:  A:  76 

finance  instruments:  A:  4-5 
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E 

Economic  Recovery  Tax  Act:  D:  13 
education 

antitrust  issues:  C:  69 

fair  housing  issues:  C:  53-54 

risk  management:  C:  1 
EEH.  See  energy  efficient  home 
effective  income:  A:  71 
effective  interest:  A:  132 
electronic  mail.  See  e-mail 
Eleventh  District:  Cost  of  Funds:  A:  10,  13 
e-mail:  B:  7-8 
employment 

ADA  issues:  C:  55-58 

ADA  requirements:  C:  60-61 

assistant  status:  B:  64 

physical:  C:  57 

verification:  A:  40,  59,  60,  99 
endowment  funds:  A:  33 
energy  efficient  home  (EEH):  A:  71 
energy  efficient  mortgage:  A:  79,  104-5 
energy  tax  credit:  D:  49 
engagement  letters:  C:  34 
Enhanced  Fannie  Neighbors:  A:  52 
entitlement:  A:  101-4,  115 
environmental  audits:  C:  33 
environmental  due  diligence:  C:  19 
environmental  hazard 

cleanup  costs:  C:  17-19 

disclosure  of:  C:  14,  21-36 

federal  legislation:  C:  15-20 

specific  types  of:  C:  21-33 
environmental  issues:  C:  33-35 
Environmental  Protection  Agency  (EPA):  C:  17,  20 

on  asbestos:  C:  21-22 

on  lead-based  paint:  C:  25 

on  polychlorinated  biphenyl:  C:  33 

on  underground  storage  tanks:  C:  29-30 

on  water  quality:  C:  32 

environmental  questionnaire:  C:  34 
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environmental  site  assessments:  C:  34 

E&O.  See  Errors  and  Omissions  insurance 

Equal  Employment  Opportunity  Commission:  C:  55 

EQUAL  mortgage:  A:  19 

equitable  ownership  interest:  A:  1 

equity:  A:  129-30 

equity  build-up  table:  A:  211-18 

errors  and  omissions  (E&O)  insurance:  C:  1-2 

escrow  account 

conventional  financing:  A:  42 

disclosure  requirements:  A:  150 

FHA  financing:  A:  74 

VA  financing:  A:  112-13 
escrow  agent:  C:  42 
escrow  checklists:  E:  4 
essential  functions:  C:  55,  56 
exchange 

actual  receipt:  D:  35-38 

balancing  equities:  D:  22-24 

constructive  receipt:  D:  35-38 

deferred:  D:  32-33 

delayed:  D:  32 

four-way:  D:  24 

multiple:  D:  31-32 

period:  D:  33 

safe  harbors:  D:  36-38 

tax-deferred:  D:  24-38 

three-property  rule:  D:  34 

three-way:  D:  23 

200%  rule:  D:  34 

two-way:  D:  22-23 
expired  listings:  B:  34-35 


facilitator:  B:  47;  C:  37 

fair  dealing:  B:  44,  45;  C:  44 

fair  housing  laws:  C:  48-54 

familial  status:  C:  51 

family  member  financing:  A:  69-70 
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Fannie  Mae:  A:  25-27 

buy  down  limitations:  A:  124 

community  lending  programs:  A:  52 

condominium  projects:  A:  86 

home  buyer  education  requirement:  A:  53-54 

Home  Keeper  Mortgage:  A:  51 

maximum  financing:  A:  38 

mortgage  insurance  cancellation  policy: 
A:  44-46 

qualifying  ratios:  A:  46-47 

second  loan  restrictions:  A:  127,  128 

statutory  loan  limits:  A:  64 

underwriting  guidelines:  A:  36-39 
Fannie  97  mortgage:  A:  53-54 
farm 

mailing  list:  B:  20-21 

newsletters:  B:  23-27 

property  checklist:  E:  40-44 

rejection-free  method:  B:  21-23 

size  determination:  B:  19-20 

specialist:  B:  21 

telephone  techniques:  B:  29-30 

types:  B:  18-19 
Farm  Credit  System:  A:  28 
Farm  Service  Agency  (F.S.A.):  A:  26 
faxes:  B:  28 

FDIC  Improvement  Act:  A:  41 
Federal  Deposit  Insurance  Corporation  (FDIC):  A: 

30 
Federal  Drug  Enforcement  Act:  C:  35-36 
Federal  Home  Loan  Mortgage  Corporation.  See 

Freddie  Mac 
Federal  Housing  Administration  (FHA):  A:  57.  See 

also  FHA  financing 
federal  income  tax  returns:  A:  40 
Federal  National  Mortgage  Association.  See 

Fannie  Mae 
fee  schedule:  A:  111-12 
FHA  financing 

appraisals:  A:  61-62 
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assumptions:  A:  76-77 

buydown  limitations:  A:  124-25 

buyer  protection  clauses:  A:  77-79 

consumer  protection  notice:  A:  61-62 

discount  points:  A:  74 

documentation:  A:  59-60 

family  member  secondary  financing:  A:  69-70 

informed  consumer  choice:  A:  62-63 

interest  rates:  A:  74 

loan  programs:  A:  79-96 

maximum  loan  amounts:  A:  63-69 

maximum  loan  term:  A:  74 

mortgage  insurance  premium:  A:  63:  72-73 

open-end  clause:  A:  75 

payments:  A:  74 

prepaymnet:  A:  74-75 

qualifying  ratios:  A:  70-72 

refinance:  A:  75 

second  loan  restrictions:  A:  127,  128 

underwriting:  A:  57-58 
FHA  Home  Equity  Conversion  Mortgage:  A:  51 
FHA.  See  Federal  Housing  Administration 
FICO  score:  A:  35,  39 
fiduciary:  B:  43 

fiduciary  duties:  B:  43-45;  C:  38-41 
finance  charge:  A:  140,  143 
finance  instruments:  A:  1-7 
Financial  Institutions  Reform:  Recovery  and 

Enforcement  Act  (FIRREA):  A:  30 
financial  tables:  A:  152-226 
financing  concession:  A:  123 
financing  programs:  A:  50-54 
FIRREA.  See  Financial  Institutions  Reform: 

Recovery  and  Enforcement  Act 
first-time  home  buyers:  D:  11 
fixed-rate  mortgage  (FRM):  A:  8 
fixtures:  B:  38;  C:  4 

Flexible  Loan  Insurance  Program  (FLIP):  A:  20 
FLIP.  See  lfexible  Loan  Insurance  Program 
floor  call  techniques:  B:  49-54 
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foreclosure:  A:  3-4 

formaldehyde:  C:  23 

for-sale-by-owner  (FSBO):  B:  30-34 

four-way  exchange:  D:  24 

Freddie  Mac:  A:  25-26,  27 
lease  purchase  option:  A:  50 
statutory  loan  limits:  A:  64 
underwriting  guidelines:  A:  36-39 

friable  products:  C:  21 

FRM.  See  fixed-rate  mortgage 

F.S.A.  See  Farm  Service  Agency 

FSBO.  See  For-sale-by-owner 

full  indexed  rate:  A:  1 1 


Garn-St.  Germain  Depository  Act:  A:  30 

GEM.  See  growing  equity  mortgage 

geographical  farm.  See  farm 

gift:  D:  2 

gift  funds:  A:  69 

Ginnie  Mae:  A:  26,  28 

good  faith  estimate:  A:  148 

Government  National  Mortgage  Association.  See 

Ginnie  Mae 
GPARM.  See  graduated  payment  adjustable  rate 

mortgage 
GPM.  See  graduated  payment  mortgage 
graduated  payment  adjustable  rate  mortgage 

(GPARM):  A:  19 
graduated  payment  mortgage:(GPM) 
advantages/disadvantages  of:  A:  18-19 
down  payment:  A:  110 
VA  financing:  A:  118-20 
grievances:  C:  5 
gross  effective  income:  A:  71 
gross  income:  A:  47 
gross  rent:  D:  19 

gross  selling  price  table:  A:  172-76 
groundwater  contamination:  C:  32 
group  boycotts:  C:  67 
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growing  equity  mortgage  (GEM):  A:  15-18 
guaranty:  A:  26,  102 

H 

handicapped  discrimination:  C:  49-51 

hazardous  materials:  C:  4 

HCLTV.  See  home  equity  combined  loan-to-value 

high-ratio  mortgage:  A:  47-48,  96 

hold-harmless:  A:  131 

home  equity  combined  loan-to-value  (HCLTV): 

A:  37 
home  equity  conversion  mortgage  (HECM):  A:  21, 

51,  90-92 
home  equity  indebtedness:  D:  43-44 
home  inspection:  A:  61-62,  77-78 
home  office:  D:  12,  47 
home  buyer 

education:  A:  53-54 

first  purchase:  D:  11 

tax  savings:  D:  47-49 
home  buyer  protection  plan:  A:  61 
home  buyer  summary:  A:  61 
honesty:  B:  44,  45;  C:  44 

Housing  and  Community  Development  Act:  A:  147 
housing  expense:  A:  46 
Housing  for  Older  Persons  Act:  C:  52 
Housing  and  Urban  Development  (HUD):  A:  26 

energy  guidelines:  A:  79,  83 

fair  housing:  C:  48-53 

Home  buyer  Protection  Plan:  A:  61 

informed  consuemr  choice  notice:  A:  62-63 

lead-based  paint:  C:  25 

special  information  booklet:  A:  148 

Uniform  Settlement  Statement:  A:  148 
HUD  Reform  Act:  A:  76 
HUD.  See  Housing  and  Urban  Development 
hypothecation:  D:  41 
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I 

identification  period:  D:  33,  34 
improvements 

cost-effective:  B:  38-39 

protective  clauses:  C:  3 

substantial:  D:  14 
imputed  interest:  A:  22;  D:  42 
income 

conversion:  A:  210 

federal  tax  returns:  A:  59-60 

five-year  test:  A:  57 

residual:  A:  106-8 

underwriting  guidelines:  A:  57 
income-producing  property 

conversion  to:  D:  46 

cost  recovery:  D:  13 

tax  information:  D:  7,  8 
index:  A:  9-10,  86-88 
individual  retirement  account  (IRA):  D:  11 
indoor  air  quality:  C:  24 
industrial  property  checklist:  E:  27-33 
informed  consent:  C:  45 
informed  consumer  choice  disclosure  notice: 

A:  62-63,  72-73 
inheritance:  D:  2-3 
initial  interest  rate:  A:  11,  37 
injunctive  relief:  C:  53 
innocent  landowner  defense 

clean-up  liability:  C:  15,  18-20 

environmental  audits:  C:  33 

environmental  due  diligence:  C:  19 

de  minimis  settlement:  C:  20 

property  seizure  avoidance:  C:  36 
inspection 

disclosures:  B:  40 

environmental:  C:  15-16 

listing:  B:  37-39 

by  third  party  expert:  C:  2 

visual:  C:  35 
installment  land  contract:  A:  1-2 
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installment  sales:  D:  38-49 

insulation:  A:  95 

intentional  concealment:  C:  6,  7-8 

intentional  misrepresentation:  C:  6-7 

interest 

deductions:  D:  16 

imputed:  D:  42 

qualified  residence:  D:  43-44 
interest  rate 

adjustments:  A:  14,  88-90 

buydown:  A:  19 

cap:  A:  88 

disclosure  statement:  A:  59 

FHA  financing:  A:  74 

improvement:  A:  20 

index:  A:  86-88 

lock-in  agreements:  A:  109 

mobile  home  loan:  A:  93 

tables:  A:  164-70 

VA  financing:  A:  110 
interest  rate  reduction  refinancing  loan  (IRRRL):  A: 

110,  113 
interest  rate  reduction  refinancing  worksheet:  A: 

99 
intermediary:  B:  47;  C:  37;  D:  32 
Internal  Revenue  Code  (IRC) 

Section  121:  D:  46 

Section  167(a)(2):  D:  46 

Section  453:  D:  38 

Section  469:  D:  15 

Section  1031:  D:  25-26,  29,  32,  33,  46 

Section  1250:  D:  25,  39 

Section  1274A:  D:  42 
Internal  Revenue  Service  (IRS) 

Form  1099-S:  D:  49 

Form  4506:  A:  60 

reporting  requirements:  D:  49 
Internet 

access:  B:  6-7 

e-mail:  B:  7-8 
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newsgroups:  B:  8 

real  estate  directories:  B:  9 

real  estate  information:  B:  10-12 

search  engines:  B:  8-9 

virtual  assistants:  B:  64 
Internet  Service  Provider  (ISP):  B:  6 
investment 

expenses:  D:  17 

income:  D:  17 

interest:  D:  16,  17 

property:  A:  54-56;  D:  7:  8 

tax  credit:  D:  18-21 
IRRRL.  See  interest  rate  reduction  refinancing 

loan 
ISP.  See  Internet  Service  Provider 


Jobs  and  Growth  Tax  Relief  Reconciliation  Act:  D: 

11 
joint  loan:  A:  116 
judicial  foreclosure:  A:  3 
Justice,  Department  of:  C:  68 


K 

knowledge:  B:  41,  49 


landfill  sites:  C:  27-29 
law:  practice  of:  C:  73-74 
lead:  C:  24-27 
lead-based  paint:  C:  25-27 
lease  purchase  option 

advantages:  A:  138-39 

down  payment:  A:  42 

Freddie  Mac:  A:  50 

seller  financing:  A:  137-39 
Leave  and  Earnings  Statement  (LES):  A:  99 
legal  advice:  C:  73-74 
lender  checklist:  E:  1 
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lending  sources:  A:  30-33 

LES.  See  Leave  and  Earnings  Statement 

liability 

environmental  issues:  C:  17-20,  33-35 

release  of:  A:  115 
LIBOR  (London  InterBank  Offer  Rate):  A:  10 
lien 

priority  of:  A:  2 

subordination  clause:  A:  2-3 
life  insurance  companies:  A:  32 
lifetime  advances:  A:  21 
lifetime  cap:  A:  12 
like-kind  property:  D:  25,  26,  32 
line  of  credit:  A:  24 
liquid  reserves:  A:  42 
list-back  clause:  C:  68 
listing 

agency  relationships:  B:  40-41 

agreement:  C:  34 

appointment:  B:  36-40 

benefits:  B:  39 

expired  listings:  B:  34-35 

farming  for:  B:  18-30 

for-sale-by-owner:  B:  30-34 

goals:  B:  16-17 

interview:  B:  36 

kit:  B:  36-37 

marketing:  B:  41 

personal  attributes:  B:  16 

personal  referrals:  B:  35-36 

price:  B:  39-40 

servicing:  B:  42 

time  management  and:  B:  17-18 
litigation:  C:  12 
loan 

amortization  tables:  A:  152-63 

conventional:  A:  36 

disclosure:  A:  90 

FHA  programs:  A:  79-96 

maximum  amounts:  A:  41,  63-69,  103-4 
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nonconforming:  A:  36,  41 

payment  schedules:  A:  171,  177 

remaining  balance  tables:  A:  178-209 

term:  A:  74,  112 

underwriting:  A:  34-35 

unsecured:  A:  24 
loan-to-value  ratio:  A:  37,  80 

borrower  eligibility:  A:  38-39 

compensating  factors:  A:  49 

FHA  maximums:  A:  65-66 

limitation:  A:  38 
lock-in  agreements:  A:  109 
long-term  obligations:  A:  57 
low-income  housing  credits:  D:  15,  18-21 
loyalty:  B:  44,  45 

M 

mailing  list:  B:  20-21 
major  life  activities:  C:  49-50 
manufactured  homes 

data  checklist:  E:  10-12 

FHA  financing:  A:  93-96 

VA  financing:  A:  117-18 
margin:  A:  10-11 
marketing 

channels:  B:  41 

listing:  B:  41 

Web  site:  B:  15 
MBS.  See  mortgage-backed  securities 
MCC.  See  mortgage  credit  certificate 
measurement  tables:  A:  219-26 
metric  measurement  conversions:  A:  223-26 
Midwest  Interstate  Compact  on  Low-Level 

Radioactive  Waste:  C:  29 
minimum  property  standards  (MPS):  A:  94-96 
misrepresentation:  C:  6-13 
Mobile  home 

data  checklist:  E:  10-12 

FHA  financing:  A:  92-93 

park  site  checklist:  E:  51-54 
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Modem:  B:  4 

Monthly  payment  schedule:  A:  171 

Mortgage 

assumption  of:  A:  5-6;  D:  40 

bankers:  A:  31 

brokers:  A:  32 

companies:  A:  31 

credit  analysis  worksheet:  A:  59,  67-69 

documentation:  A:  39-41 

due-on-sale  clause:  A:  4-5,  6 

eligibility  criteria:  A:  36-39 

energy  efficient:  A:  79,  104-5 

EQUAL:  A:  19 

high-ratio:  A:  47-48 

home  equity  conversion:  A:  21 

maximum  loan  amounts:  A:  41,  63-69 

payment  expense:  A:  70 

pools:  A:  25-29 

priority  of:  A:  2 

rate  improvement:  A:  20 

relief:  D:  37 

insurance:  A:  81-83 

second:  A:  69 

secondary  market:  A:  25-29 

shared  equity:  A:  23-24 

as  security  instrument:  A:  1 

start-up:  A:  52,  53-54 

subject  to:  A:  5-6 

subordination  clause:  A:  2-3 

types  of:  A:  8-24,  131-34 

unsecured:  A:  24 
mortgage-backed  securities  (MBS):  A:  25,  27 
mortgage  credit  certificate  (MCC):  A:  57-58 
mortgagee:  A:  1 
mortgage  insurance  premium  (MIP) 

disclosure  notice:  A:  72-73 

FHA  financing:  A:  63 

up-front:  A:  65 
mortgagor:  A:  1 
motel  checklist:  E:  33-40 
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moving  expenses:  D:  48-49 

MPS.  See  minimum  property  standards 

multifamily  dwelling:  C:  51 

multiple  exchanges:  D:  31-32 

N 

National  Center  for  Home  Equity  Conversion 

(NCHEC):A:21 
National  Housing  Act:  A:  57,  62 
NCHEC.  See  National  Center  for  Home  Equity 

Conversion 
negative  amortization:  A:  12 
negligent  advice:  C:  11 
negligent  misrepresentation:  C:  6,  8-9 
negligent  nondisclosure:  C:  6,  9-11 
negotiation:  B:  59-61 
Net.  See  Internet 
net  investment  income:  D:  17 
net  operating  income  to  annual  debt  service  ratio: 

A:  54 
net  selling  price  table:  A:  172-76 
newsletters:  B:  23-27 

NMCR.  See  nontraditional  mortgage  credit  report 
nonconforming  loan:  A:  36,  41 
nondeductible  expenses:  D:  45 
nondisclosure:  C:  9-11 
nonfriable  products:  C:  21 
nonjudicial  foreclosure:  A:  4 
nonsupervised  lenders:  A:  110 
nontraditional  mortgage  credit  report  (NMCR): 

A:  59 

O 

obedience:  B:  44,  45;  C:  39,  40 

occupancy 

condominium  requirements:  A:  83-85 

VA  requirements:  A:  109-10 
Occupational  Safety  and  Health  Administration 
(OSHA):  C:  22 
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offer 

follow-through:  B:  61-62 

multiple:  B:  61 

obtaining:  B:  57-59 

preparation  of:  B:  59-60 

presentation  of:  B:  44,  60-61 
office  building  checklist:  E:  18-22 
office  policies:  C:  69-70 
older  persons:  C:  52 
open-end  clause:  A:  75 
option:  D:  3 

option  agreement:  A:  116-17 
option  consideration:  A:  137 
optionee:  A:  137 
optionor:  A:  137 
oral  representations:  C:  3 
ordinary  gain  (loss):  D:  8-9;  D:  39-40 
OSHA.  See  Occupational  Safety  and  Health 

Administration 
overlapping  (overriding)  deed  of  trust:  A:  131 
overtime  income:  A:  57 
ownership  interest:  A:  1 


PAM.  See  pledged  account  mortgage 
parking  facilities:  A:  84 
partial  entitlement:  A:  101-2 
partial  occupancy  by  owner:  D:  46 
partial  release:  A:  2-3 
partial  satisfaction:  A:  2-3 
participation  certificate  (PC):  A:  27 
part-time  income:  A:  57 
passive  activity:  D:  15-16 
payment 

amortization  tables:  A:  152-63 

disclosures:  A:  141 

FHA  financing:  A:  74 

history:  A:  40,  60 

interest  portion:  A:  177 
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schedules:  A:  171 

VAloan:A:  112 
payoff  rate:  A:  129 
PCB.  See  polychlorinated  biphenyl 
PEL.  See  permissible  exposure  limit 
pension  funds:  A:  32-33 
periodic  cap:  A:  12 
permanent  buydown:  A:  123,  124 
permissible  exposure  limit  (PEL):  C:  22 
Per  se  rule:  C:  66-67 
personal  attributes:  B:  16 
personal  property:  C:  4;  D:  34-35 
personal  referrals:  B:  35-36 
personal  residence:  D:  8,  9,  43 
person-to-person  calls:  B:  27-28 
phase  I  assessment:  C:  31-32 
phase  II  assessment:  C:  32 
phase  III  assessment:  C:  32 
pledged  account  mortgage  (PAM):  A:  20 
PMI.  See  private  mortgage  insurance 
polychlorinated  biphenyl  (PCB):  C:  33 
portfolio  income:  D:  17 
potentially  responsible  party  (PRP):  C:  18 
power  of  sale:  A:  3-4 
premium  pricing:  A:  123 
prepayment  penalty:  A:  7,  74-75,  115 
prequalification:  B:  47-49 
presentation  programs:  B:  5 
present  value  credit:  D:  18 
price  fixing:  C:  65,  67 
printer:  B:  4 
prior  approval:  A:  115 
priority:  A:  2 
private  investors:  A:  33 
private  mortgage  insurance  (PMI):  A:  42-46 
profit  and  loss  statement:  A:  40 
promissory  note:  A:  1 
property 

condition:  C:  3-4 

disclosures:  B:  40,  59;  E:  55-63 
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inspection:  B:  40;  C:  12-13 
management  agreement:  C:  68 
seizures:  C:  35-36 
showing:  B:  55-57 
protection  clauses:  C:  3-5 
PRP.  See  potentially  responsible  party 
psychiatric  disorders:  C:  57-58 
public  accommodation:  C:  58-59,  61 
purchase  agreement:  A:  60,  99 
purchase-money  mortgage:  A:  49-50 
broker's  liability:  A:  128-29 
market  for:  A:  129-31 
primary  seller  financing:  A:  126 
secondary  seller  financing:  A:  126-28 
seller's  risk:  A:  128-29 


qualified  individuals  with  disabilities:  C:  55 
qualified  intermediary:  D:  32,  36-37 
qualified  residence  interest:  D:  43-44 
qualifying  ratios 

community  lending  programs:  A:  52 

conventional  financing:  A:  46-49 

FHA  financing:  A:  70-72 

VA  financing:  A:  105-9 

R 

racial  steering:  C:  49 

radioactive  waste  disposal  sites:  C:  28-29 

radon:  C:  23-24 

rate  improvement  mortgage  (RIM):  A:  20 

RCRA.  See  Resource  Conservation  and  Recovery 

Act 
readily  accessible  standard:  C:  58-59 
real  estate  classification:  D:  7-10 
Real  Estate  Settlement  and  Procedures  Act 

(RESPA):A:  147-51;  E:  1 
real  property  trade:  D:  16 
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realized  gain  (loss):  D:  2 

boot:  D:  26-29 

installment  sale:  D:  39 

transfer  of  basis:  D:  29-31 
reasonable  accommodation:  C:  50,  55-57 
recently  discharged  veterans:  A:  99 
recognized  gain  (loss):  D:  2 

boot:  D:  26-29 

installment  sale:  D:  41 

transfer  of  basis:  D:  29-31 
reconveyance  clause:  A:  2-3 
recovery  period:  D:  14 
recreational  facilities:  A:  84 
recurring  debt:  A:  58 
red  flag:  B:  59;  C:  3,  12-13 
referral:  B:  35-36 
referral  fees:  A:  149 
refinance 

cash-out  transactions:  A:  37 

certificate  of  reasonable  value:  A:  104 

FHA  financing:  A:  75 

indebtedness:  D:  44 

VA  financing:  A:  104,  112,  113-14 
Regulation  Z:  A:  140-44 
rehabilitation 

expenditures:  D:  18-19 

of  nonresidential  buildings:  D:  21 
Rehabilitation  Act:  C:  56 
related  party:  D:  36 
release:  C:  17 

relinquished  property:  D:  33-34,  37 
remaining  balance  tables:  A:  178-209 
rent 

credit:  A:  137 

refusal  to:  C:  48-49,  51 
rental  checklist:  E:  15-18 
repairs:  D:  4-7 

replacement  property:  D:  33-35 
reportable  gain:  D:  39-40 
Request  for  Copy  of  Tax  Form:  A:  60 
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reserves:  A:  69 

residence  interest:  D:  44 

Residential  Lead-Based  Paint  Hazard  Reduction 

Act:  C:  25 
residential  loan  application:  A:  40 
residential  mortgage  credit  report:  A:  40,  59 
residual  income:  A:  106-8 
Resource  Conservation  and  Recovery  Act  (RCRA): 

C:  16 
RESPA.  See  Real  Estate  Settlement  and 

Procedures  Act 
restraint  of  trade:  C:  65,  66-67 
Revenue  Reconciliation  Act:  D:  26 
reverse  mortgage:  A:  20-21,  51,  90-92 
right  of  rescission:  A:  143 
RIM.  See  rate  improvement  mortgage 
risk 

anticipation:  C:  2-5 

control:  C:  5 

shifting:  C:  1-2 
risk  management:  C:  1-5 

agency  relationships:  C:  37-47 

antitrust  liability:  C:  69-72 

environmental  hazards:  C:  14-36 

fair  housing  laws:  C:  48-54 

misrepresentations:  C:  6-13 
rule  of  reason:  C:  66 


Safe  Drinking  Water  Act:  C:  24-25 

safe  harbors:  D:  36-38 

SAIF.  See  Savings  Association  Insurance  Fund 

sale-leaseback  arrangement:  A:  23-24 

sale  and  purchase:  D:  24-25 

sales  price  table:  A:  172-76 

sales  techniques 

agency  relationships:  B:  43-47 

buyer  sources:  B:  47 

floor  call:  B:  49-54 

market  knowledge:  B:  49 
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offer:  B:  57-62 

prequalifying  buyer:  B:  47-49 

showing  property:  B:  55-57 

time  management:  B:  47 
SAM.  See  shared  appreciation  mortgage 
Savings  Association  Insurance  Fund  (SAIF):  A:  30 
savings  associations:  A:  30-31 
savings  banks:  A:  31 
scanner:  B:  4 
search  engine:  B:  8-9 
secondary  financing 

down  payment:  A:  41 

from  family  members:  A:  69-70 

source  of:  A:  49-50 

VA  financing  and:  A:  110 
secondary  mortgage  market:  A:  25-29 
second  mortgage:  A:  69 
second  residence:  D:  43 
security  instruments:  A:  1-2 
security  interest:  A:  141 
self-employed  income  analysis:  A:  40 
seller 

agency:  C:  42,  45-46 

agent  of:  B:  44-45;  C:  3,  38-40 

buyer's  agent  obligations:  C:  41 

closing  costs:  E:  3 

concessions:  A:  121-22 

disclosures:  C:  2-3 

dual  agent's  duties  to:  C:  44 

first  contact  with:  B:  31 

motivation:  B:  37 

prior  experience  of:  B:  37 

property  disclosure:  C:  13;  E:  55-63 

protective  clauses:  C:  3-5 

qualifying:  B:  31,  34 

refusal  to  sell:  C:  48-49,  51 

serious  versus  maybe:  B:  17 
seller  financing 

all-inclusive  deed  of  trust:  A:  131-37 

buydown  plans:  A:  123-26 
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contributions:  A:  123 
lease  with  option  to  purchase:  A:  137-39 
purchase-money  mortgage:  A:  126-31 
wraparound  mortgage:  A:  131-37 

SEM.  See  shared  equity  mortgage 

senior  housing  exemption:  C:  52 

servicing 
listing:  B:  41 
rights:  A:  150 

shared  appreciation  mortgage  (SAM):  A:  24 

shared  equity  mortgage  (SEM):  A:  23-24 

Sherman  Act:  C:  65-68 

showing  home:  B:  55-57 

simultaneous  exchange:  D:  33 

single  agency:  C:  46 

single-family  dwelling  checklist:  E:  5-7 

social  farm.  See  farm 

specialist:  B:  21 

special  rights:  A:  84 

spread:  A:  10-11 

spread  sheet  software:  B:  5 

square  footage:  A:  219,  221-22 

standard  forms 

antitrust  issues:  C:  70 
practice  of  law  issues:  C:  73-74 

Starker  exchange:  D:  32 

start-up  mortgage:  A:  52,  53-54 

statutory  investment  requirement:  A:  67 

statutory  loan  limits:  A:  64 

streamline  refinance:  A:  75 

subagency:  B:  43-45;  C:  38-40 

subject  to  mortgage:  A:  5-6 

subordination:  A:  2-3 

substantial  improvement:  D:  14 

substantially  equivalent:  C:  48 

substantially  limits:  C:  55,  56 

substitution:  of  entitlement:  A:  101-2,  115 

superfund:  C:  17-20,  30 

supervised  lenders:  A:  110 
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take-out  loan:  A:  56 
tax-deferred  exchange:  D:  24-38 
tax-deferred  transaction:  D:  3 
tax  issues 

alternative  minimum:  D:  12-13 

basis:  D:  1-4 

capital  gain  (loss):  D:  7-9,  11-12 

capital  improvements:  D:  4-7 

cost  recovery  deduction:  D:  13-14 

credit:  C:  59;  D:  15,  18-21,  49 

exchange  agreements:  D:  22-49 

exemptions:  D:  11 

federal  income:  A:  59-60 

home  office:  D:  12 

installment  sales:  D:  38-49 

interest  deductions:  D:  16 

investment  interest:  D:  17 

IRA  withdrawals:  D:  11 

liability:  C:  4 

loss  limitations:  D:  15-16 

passive  activity  deductions:  D:  16 

real  estate  classification:  D:  7-10 

zero  percent  mortgage  payments:  A:  22 
tax  preference  items  (TPI):  D:  12-13 
Tax  Reform  Act:  D:  13,  21,  32,  49 
T-Bills:A:  10,  11 

TCPA.  See  Telephone  Consumer  Protection  Act 
teaser  rates:  A:  11,  37 
technology 

agent  use  of:  B:  2-3 

glossary  of  terms:  B:  65-67 

hardware  needs:  B:  4 

Internet:  B:  6-15 

marketing  with:  B:  1-2 

software  needs:  B:  5-6,  12 
telecommunications:  C:  62 
telephone 

floor  call  techniques:  B:  49-54 

openers:  B:  50 

F-30     Index 


prospect  dialogue:  B:  52-54 

techniques:  B:  29-30 

tips:  B:  49-50,  51 

topics:  B:  30 
Telephone  Consumer  Protection  Act  (TCPA): 

B: 27-29 
temporary  buydown:  A:  123,  124 
tenant  modifications:  C:  50 
tenure  advances:  A:  21 
term  advances:  A:  21 
territorial  farms.  See  farm 
three-property  rule:  D:  34 
three-way  exchange:  D:  23 
time  management:  B:  17-18,  47 
Title  I:  A:  92-93 
Title  II:  A:  93-96 
Title  VIII:  C:  48-53 
total  fixed  payment  ratio:  A:  70 
total  obligations-to-income  ratio:  A:  47-48,  49,  105 
TPI.  See  tax  preference  items 
trade 

property:  D:  8,  9 

restraint  of:  C:  65,  66-67 
Transamerica  Homefirst  Reverse  Mortgage:  A:  51 
transferability:  A:  129 
transfers:  A:  115-16;  D:  41 
transportation:  C:  61-62 
treasury  securities:  A:  10,  11 
trustee:  A:  1 
trustor:  A:  1 

Truth-in-Lending  Act:  A:  140-46 
twenty  percent  rule:  A:  105 
two-way  exchange:  D:  22-23 
tying  agreements:  C:  67-68 

U 

UMIP.  See  upfront  mortgage  insurance  premium 
unadjusted  acquisition:  A:  67 
underground  storage  tank  (UST):  C:  29-32 
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underwriting 

agencies:  A:  25-29 

automated:  A:  34,  36-39 

buydown  plans:  A:  121 

certificate:  A:  28 

credit  scoring:  A:  35 

documentation:  A:  40-41 

eligibility  criteria:  A:  36-39 

FHA  guidelines:  A:  57-58 

VA  guidelines:  A:  98-99,  119,  121 
undeveloped  land  checklist:  E:  44-49 
undisclosed  dual  agency:  C:  44 
undue  hardship:  C:  56 
Uniform  Residential  Appraisal  Report  (URAR): 

A:  60,  61 
Uniform  Residential  Loan  Application  (URLA): 

A:  59,  99 
Uniform  Settlement  Statement  (HUD-1):  A:  148 
Uniform  Underwriting  and  Transmittal  Summary: 

A:  40 
unimproved  land:  C:  4-5 
unsecured  loan:  A:  24 
upfront  mortgage  insurance  premium  (UMIP): 

A:  75 
URAR.  See  Uniform  Residential  Appraisal  Report 
URLA.  See  Uniform  Residential  Loan  Application 
UST.  See  underground  storage  tank 


VA.  See  Veterans  Affairs,  Department  of 
VA  financing 

assumption:  A:  115-16 

buydown  program:  A:  120-21,  125-26 

closing  costs:  A:  1 1 1 

discount  points:  A:  110 

documentation:  A:  99 

down  payment:  A:  110 

eligibility:  A:  98,  100-101 

energy  efficient  mortgage:  A:  104-5 

entitlement:  A:  101-4 
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escrow  account:  A:  112-13 

fee  schedule.  A:  111-12 

graduated  payment  mortgage:  A:  118-20 

interest  rate:  A:  110 

joint  loans:  A:  116 

liability:  A:  114 

loan  term:  A:  112 

loan  types:  A:  97 

lock-in  agreements:  A:  109 

manufactured  housing:  A:  117-18 

maximum  loan:  A:  103-4 

occupancy  requirements:  A:  109-10 

option  agreement:  A:  116-17 

payment:  A:  112 

purpose:  A:  97 

qualifying  ratios:  A:  105-9 

refinance:  A:  113-14 

secondary  financing:  A:  110 

second  loan  restrictions:  A:  127,  128 

seller  concessions:  A:  121-22 

transfers:  A:  115-16 

underwriting  guidelines:  A:  98-99 
vacant  land:  C:  35 
Valuation  Condition  (VC):  A:  61 
VC.  See  Valuation  Condition 
verification  of  deposit  (VOD):  A:  59,  99 
verification  of  employment  (VOE):  A:  59,  60 
veteran 

certificate  of  status:  A:  81 

definition  of:  A:  100 

eligibility:  A:  100-101 

liability:  A:  114 

service  eligibility:  A:  100 
Veterans  Affairs,  Department  of 

Certificate  of  Reasonable  Value:  A:  60 

condominium  projects:  A:  86 

financing  programs.  See  VA  financing 
Veterans  Benefits  Improvement  Act:  A:  101,  113 
Veterans  Housing  Act:  A:  101 
virtual  assistants:  B:  64 
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visual  inspection:  C:  35 

VOD.  See  verification  of  deposit 

VOE.  See  verification  of  employment 

W 

Wall  Street  investors:  A:  33 

Warranty  of  Completion  and  Construction:  A:  96 

waste  disposal  sites:  C:  27-29 

water  quality:  C:  32 

Web  site:  B:  6 

acquisition:  B:  13-14 

advantages:  B:  13 

features:  B:  14-15 

marketing:  B:  15 

real  estate-related:  B:  10-11 
weekly  payment  schedule:  A:  171 
word  processing  software:  B:  5 
Worst  Case  Scenario:  A:  14 
wraparound  mortgage:  A:  131-34 

Y 

year  of  sale:  D:  38 

Z 

zero  percent  mortgage  (ZPM):  A:  22-23 
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NOTES 


NOTES 


NOTES 
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NOTES 
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mortgage,  compound  interest  rates,  loan-to- 
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keystroke  explanations  for  solving  sample 
problems. 
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